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Abstract 
Abstract 
This research study investigates the concept of `true and fair view' in financial reporting from an 
Islamic perspective. It attempts to find out: (1) whether providing a `true and fair view' in the 
financial statements and notes perceived as a secular ethical and legal requirement, or also a 
religious one, within the context of Islamic banks; (2) a definition for the concept of `true and 
fair view' within the context of Islamic banks; and (3) the implications of the answers to 1 and 2 
above for the responsibilities of external auditors of Islamic banks. The research instrument is a 
questionnaire. The questionnaire was designed to elicit the opinions of the respondents about the 
concept of `true and fair view' within the context of Islamic banks. The sample of the study was 
composed of management of Islamic banks, and their external auditors, Shari 'a Supervisory 
Boards, Central banks, and the Accounting and Auditing Organization for Islamic Financial 
Institutions. The questionnaire was distributed in Bahrain and other countries (Saudi Arabia, 
Jordan, Sudan, Kuwait, United Arab Emirates, Nassau, Qatar, Indonesia, Egypt, Malaysia, and 
Pakistan). The main outcomes emerging from this study are that the responses obtained to the 
questionnaire support the following propositions: 
1- Providing a `true and fair view' within the context of Islamic banks is considered to be a 
religious duty. 
2- The definition of `true and fair view' within the context of Islamic banks extends beyond the 
nominal definitions given in the accounting literature (as per the secular context). It covers 
the compliance with Shari 'a Rules and Principles and the accounting standards issued by 
Accounting and Auditing Organization for Islamic Financial Institutions. 
3- The financial statements of any Islamic business organization should be prepared in 
accordance with Shari 'a Rules and Principles and the accounting standards issued by 
Accounting and Auditing Organization for Islamic Financial Institutions. 
4- The external auditors of Islamic banks are perceived to express an opinion as to whether the 
financial statements have been prepared in accordance with Shari 'a Rules and Principles and 
also to express an opinion as to whether the financial statements have been prepared in 
accordance with the accounting standards issued by Accounting and Auditing Organization 
for Islamic Financial Institutions. 
xviii 
Chapter 1. Introduction 
"In the Name of Allah, The Merciful, The Compassionate. All praise to Allah, The Lord of the Worlds. The 
Merciful, The Compassionate. Master of the Day of Judgement. You alone we worship, and to You alone do we 
turn for help. Guide us to the Righteous Way, The way of those on whom You have endowed Your Grace, not the 
way of those earn Your wrath, nor of those who go astray" (Quran, Surah 1, Al Fatihah, verses 1-7). 
Chapter 1. 
Introduction 
1.1 Theoretical Motivation of the Research Study 
There is agreement in a number of countries that have been influenced by UK financial reporting 
concepts (including the European Union and numerous countries in the Middle East and 
elsewhere) that the financial statements of a business organization should provide a `True and 
Fair View' (TFV) of its financial position, results of operations, and cash flows. However, there 
is no consensus about the meaning of the term TFV. There is no single acceptable definition for 
the concept of TFV. It is, rather, a `dynamic concept' which has different meanings at different 
times and places. There are nominal definitions available in the literature such as: not 
misleading (Parker and Nobes, 1991), exercise of proper judgement (ASCI, 1975), 
correspondence with economic facts (Lee, 1982) and full and proper disclosure (Rutherford, 
1985). 
The concept of TFV has received extensive discussion in the accounting literature, but this 
literature is not remarkable for an emphasis on empirical research. The discussion has also been 
predominantly from a secular perspective. It ignores the potential ethical perspective of the 
TFV. Exceptions to this are Archer (1996) and Alexander and Archer (1998a) who argue that 
the concept of TFV raises ethical issues, namely issues concerning truthfulness and deceit. 
'Auditing Standards Committee 
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The prime motive to undertake the present study is to assemble a body of an empirical evidence 
associated with a theoretical framework about TFV within the context of Islamic banks, which 
are ethically funded organizations (Gambling et al, 1993), i. e., to look into the TFV with the 
added dimension of ethics in Islam. 
One might wonder why the concept of TFV merits to be investigated within the context of 
Islamic banks. In fact, the case of Islamic banks raises special issues concerning the concept of 
TFV, such as: 1) How does the TFV apply to the information on investment accounts? 2) Does 
the concept of TFV extend to Shari 'a compliance? If so, this might result in providing different 
definitions for the concept of TFV within the context of Islamic banks. This thesis is mainly 
concerned with question (2). Also, the obligation to provide a TFV within the context of Islamic 
banks (as an example of religious business organizations) might be considered as a religious 
requirement rather than a secular ethical and legal requirement. 
1.2 Research Objectives 
This study is concerned with an endeavour to answer the following three questions: 
1- Is providing a `true and fair view' in the financial statements and notes perceived as a secular 
ethical and legal requirement, or also as a religious one, within the context of Islamic banks? 
2- What is `true and fair' perceived to mean within the context of Islamic banks? 
3- What are the implications of the answers to questions 1 and 2 above for the responsibilities 
of external auditors of Islamic banks? 
1.3 Overview of the Research Methodology 
The research methodology of this study followed a logical sequence as follows: 1) Formulating 
and identifying the topic. 2) Reviewing the relevant literature. 3) Identifying the main issues in 
the literature. 4) Defining the research objectives. 5) Development of the research hypothesis. 
6) Deciding on the data to be collected. 7) Deciding on a data collection technique. 
The main literature sources were journals, books, newspapers, conference proceedings, reports, 
and theses. The literature review is summarized in a series of chapters discussing business and 
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accounting ethics in Islam, Islamic banking and finance, auditing of Islamic banks and the 
concept of TFV in English speaking countries. 
The research instrument was a questionnaire which was designed to elicit the opinions of 
management (MGT), external auditors (EA), Shari 'a Supervisory Board (SSB), Central banks 
(CB), and The Accounting and Auditing Organization for Islamic Financial Institutions 
(AAOIFI). The questionnaire was distributed in Bahrain and other countries (Saudi Arabia, 
Jordan, Sudan, Kuwait, United Arab Emirates, Nassau, Qatar, Indonesia, Egypt, Malaysia, and 
Pakistan). 
The statistical methods used for data analysis were descriptive statistics (mean, mode, standard 
deviation, minimum, maximum, and skewness), non-parametric tests (Kruskal-Wallis and Mann- 
Whitney), and reliability analysis (Cronbach's alpha). 
1.4 The Significance of the Study 
This study is expected to be significant in terms of the following: 
1- It is believed to represent the first attempt to examine the TFV from an Islamic perspective. 
2- It is an attempt to enrich the TFV literature with empirical evidence from the context of 
Islamic banks. 
3- It is an attempt to find a definition of the TFV within the context of Islamic banks. 
4- The study identifies areas in which future research appears desirable. 
The findings of the study are also expected to highlight some possible implications in relation to 
the accounting, financial reporting process and auditing of Islamic banks such as the following: 
1- There has been some uncertainty as to the extent of the external auditor's duty to express an 
opinion about the compliance of the financial statements of Islamic banks with the Shari 'a 
Rules and Principles. The empirical work of this study is expected to measure the 
perceptions of MGT, EA, SSB, CB, and AAOIFI about "what is EA perceived to do to attest 
as to the truth and fairness of the financial statements of Islamic banks? " 
3 
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2- The importance of AAOIFI's role in contributing to the truth and fairness of the financial 
statements of Islamic banks can hardly be overstated. The findings of this research are 
expected to highlight `'what is AAOIFI perceived to do to contribute to the truth and fairness 
of the financial statements of Islamic banks? " 
3- The problem of information asymmetry whereby the principal cannot observe the actions of 
the agent, while the latter is well-versed about the performance of the organization is 
manifested within the accounting and financial reporting process of Islamic banks. 
Accounting standards can contribute to the transparency of the accounting and financial 
reporting process of Islamic banks in two ways. First, they require full disclosure of the 
information related to a particular transaction. Second, they require the use of specified 
accounting methods in arriving at the information to be disclosed. The findings of this 
research is expected to highlight the role of AAOIFI in preparing, promulgating, and 
interpreting accounting and auditing standards for Islamic banks which could mitigate the 
problem of asymmetric information and lack of transparency in the accounting and financial 
reporting process of these banks. 
1.5 The Structure of the Study 
The thesis is structured as follows (See Fig. 1.1). 
Part I provides background and review of literature. It includes five chapters. Chapter 2 reviews 
the literature on business and accounting ethics in Islam. Chapter 3 provides an overview of 
Islamic banks. Chapter 4 discusses the auditing of Islamic banks. Chapters 5 and 6 are a 
literature review of the TFV concept in English speaking countries. 
Part II includes Chapter 7, which discusses the research methodology. 
In part III the findings, discussion, and conclusions are presented. This part comprises two 
chapters. Chapter 8 presents the findings of the study. Chapter 9 discusses the findings and 
presents the conclusions which were drawn from this research. 
4 
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Source: Author 
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"You are the best nation to have been raised up for humankind You enjoin what is right, and forbid what is wrong, 
and you believe in GOD. " (Quran, 3: 110) 
Chapter 2. 
Business and Accounting Ethics in Islam 
2.1 Introduction 
"The ethical beliefs of the world's religions are not similar, but even [so] reflect an evolutionary 
pattern of sorts. Jewish and moral teachings have been codified in the Torah and in the Talmud 
... The 
Talmud, the recording. of which is thought to have begun in the first century of the 
Christian era, represents a written compilation of Jewish oral teachings. Law, as well as ethics, 
was considered inseparable from religion; every offense represented an act against the name of 
God ... 
Many of Jesus' remarks echo Jewish scripture; however, one teaching stands out as 
original and unique: His words about loving your enemy. A follow-up contribution was made up 
by St. Thomas Aquinas who felt that the mind of the full man would not rest until it came to the 
summit of truth, which is God. St. Thomas viewed moral goodness and virtue as conduct 
conducive to the seeing of God. Faith, hope, and charity constitute the distinguishing morality of 
Christianity. The Holy Quranl represents a divine message conveyed to the Prophet Mohammed 
through the Archangel Gabriel. Some of the message parallels the Torah or the Christian 
gospels. While the [Quran] includes a minimum of historical lore, a new perspective has been 
added. The Prophet was a successful businessman, renowned for his integrity; he bore the 
honorific title Al-Amin, the Trustworthy One. The [Quran] includes rules not only for manners 
'The Holy Book of Muslims in which the words of Allah are inscnbed. 
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and hygiene, and marriage and divorce, but also for commerce and politics, interest and debts, 
contracts and wills, and industry and finance. Islamic law, the [Shari'a], sums up the duties 
required by God of human beings with respect not only to God, but also to one's fellows. The 
Shari 'a has echoed through ages. Its current relevance is reflected in the words of Rafik Al- 
Harriri, a businessman and the [Prime Minister] of Lebanon: "I cannot imagine life (and work) 
without principle or law. Nothing can go on without a basis of religion, law, principles, and 
morals. " (Pomeranz, 1998, p. 37). 
The Quran is the source of all Islamic ethics. Allah says: "And you were not expecting that the 
Book (this Quran) would be sent down to you, but it is a mercy from your Lord. So never be a 
supporter of the disbelievers" (Quran, Surah 28, Al-Qasas, verse 86). The following are 
examples of Quranic quotations which refer to the ethical principles of justice and trust: 
On Justice 
O you who believe! Stand out firmly for justice, as witnesses to Allah, 
even though it be against yourselves, or your parents, or your kin, be he rich or poor, 
Allah is a Better Protector to both (than you). So follow not the lusts (of your hearts); 
lest you avoid justice; and if you distort your witness or refuse to give it, verily, Allah is Ever Well-Acquainted with 
what you do (Quran, Surah 4, An-Nisa, verse 135). 
On Trust 
O you who believe! Betray not Allah and His Messenger, 
nor betray knowingly yourAmanat 
(things entrusted to you, and all the duties which Allah has ordained for you) 
(Quran, Surah 8, Al-Anfal, verse, 27). 
This chapter discusses business and accounting ethics in Islam. It is organized as follows: 
i) Defining Ethics. 
ii) Defining Business Ethics. 
iii) Ethical Perspectives. 
iv) The Role of Ethics. 
v) How is the Ethical Code Enforced? 
vi) Islam at a Glance. 
vii) Ethics in Islam. 
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viii) Business Ethics in Islam. 
ix) Accounting Ethics in Islam. 
x) Summary. 
2.2 Defining Ethics 
According to the Oxford dictionary, ethics could be defined as science of morals, or moral 
principles. According to the Concise Routledge Encyclopedia of Philosophy (2000, p. 256), 
ethics could be defined as follows. First, the systems of value and custom instantiated in the 
lives of particular groups of human beings are described as the ethics of these groups. Second, 
the term is used to refer to one in particular of these systems, `morality', which involves notions 
such rightness and wrongness, guilt and shame, and so on. Third, ethics can, within this system 
of morality itself, refer to actual moral principles: Why did you return the book? `It was the only 
ethical thing to do in the circumstances'. Finally, ethics is that area of philosophy concerned 
with the study of ethics in its other senses. 
Beekun (1997) defined ethics as the set of moral principles that distinguish what is right from 
what is wrong. It is a normative field because it prescribes what one should do or abstain from 
doing. Pomeranz (1998) stated that ethics could be thought of as comprising normative 
judgements about social conduct. Such judgements may involve significant matters of good and 
evil for members of society, but are not necessarily enforced or upheld by legal penalties, i. e., 
crimes typically involve ethics violations, but not all ethics violations represent crimes. 
Carmichael (1997) believes that ethics concerns itself with the way people and organizations 
operate in the gray area above the baseline - where right and wrong are debatable and well- 
intentioned people may reasonably hold different opinions. Also, by ethics is meant the concern 
with the moral judgements involved in making moral decisions about what is morally right and 
wrong or morally good and bad. This assumes the existence of moral standards that affect our 
human well-being, are not established or changed by decisions of authoritative bodies, are 
intended to override self-interest, and are based on impartial considerations (Riahi-Belkaoui, 
1992). 
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2.3 Defining Business Ethics2 
Business ethics is the application of theories of right and wrong to activity within and between 
commercial enterprises, and between commercial enterprises and their broader environment. It 
is a wide range of activity, and no brief list can made of the issues it raises. The safety of 
working practices; the fairness of recruitment; the transparency of financial accounting; the 
promptness of payments to suppliers; the degree of permissible aggression between competitors: 
all come within the range of the subject. So do relations between businesses and consumers, 
local communities, national governments and ecosystems. Many, but not all, of these issues can 
be understood to bear on distinct, recognized groups with their own stakes in a business: 
employees, shareholders, consumers, and so on. 
Theories of right and wrong in business ethics come from a number of sources. Academic moral 
philosophy has contributed utilitarian ethics, deontological ethics, and the notion of fittingness. 
2.4 Ethical Perspectives3 
Utilitarian ethics, deontological ethics, and the notion of fittingness are examples of ethical 
perspectives or modes of ethical thinking within the secular context. 
2.4.1 Utilitarian Ethics 
Utilitarian ethics or utilitarianism as an approach to resolving moral issues is also known as 
consequentialism. The approach considers an action as being morally right and wrong based 
solely on the consequences that result from performing it (known as Act Utilitarianism). The 
right action is the one that brings the best consequences, or the greatest amount of utility. 
The implicit assumption is that the costs and benefits of an action are measurable on a common 
numerical scale and can be added and subtracted from each other. The interests to consider 
2Section (2.3) draws from the Concise Routledge of Encyclopedia of Philosophy (2000) 
3Section (2.4) draws from Riahi-Belkaoui (1992). 
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when choosing an action are the nonegoist and altruistic approaches that consider the most utility 
for all the persons affected by the action. 
2.4.2 Deontological Ethics 
Deontological ethics as an approach to resolving moral issues is also known as rule-based 
morality. The approach considers an action as morally right if it conforms to a proper moral 
rule. An action that violates the rule but results in beneficial actions is still considered wrong. 
The sources of the rule could be either theological in the sense that the actions are stipulated as 
moral by a religion, or societal in the sense that they are the result of a social consensus as to 
whether they are right or wrong. Islamic ethics are deontological, and their sources are 
theological, as discussed in section 2.8 below. 
2.4.3 The Notion of Fittingness 
Fittingness, from the ancient Greek concept of kathokonda, may be used to evaluate the morality 
of actions by a reference to whether they are appropriate and proper with the ethos shared by the 
individual and the society. Ethos comprised of "freely accepted obligations and traditions, " of 
"that which concerns free behaviour and attitudes, " and of "the shaping of man's historical 
being". 
The notion of fittingness places the individual in a context of responsibility and responsiveness 
to the ethos in which are gathered the social and political concerns of the society around him or 
her. Fittingness becomes the criteria for evaluating moral choice. "The language of morality is 
the language of responsiveness and responsibility and if there is to be talk of `an ethics' in all 
this it will need to be an ethics of the fitting response" (Scharge, quoted in Riahi-Belkaoui, 1992, 
p. 28). 
2.5 The Role of Ethics 
Noreen (1988) discusses the role of ethics from an economic point of view. Noreen believes that 
the compliance with certain rules promotes efficiency, that is, the "economic pie" is larger when 
certain behavioural rules are followed than when they are not followed. 
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According to Noreen, utilitarian ethical rules have the general characteristics that the individual 
perceives an advantage to adhering to the rule if everyone else also adheres to the rule (known as 
Rule Utilitarianism). There are two perspectives from which an individual can consider a 
proposed rule: in vivo (i. e. from within the living organism) or in vitro (i. e. from without the 
living organism). 
An in vivo utilitarian ethical rule is a rule that appears to be advantageous to the individual in the 
circumstances he finds himself in. For example, both the chairman of the board and the clerk in 
the mailroom are likely to be able to come up with sets of rules that they would find to be 
individually advantageous, however, those sets of rules would have little in common. And, 
when there is a disagreement over an ethical rule, there is little likelihood that it will be followed 
and hence the rule will not be self-sustaining. 
An in vitro utilitarian ethical role means one might well agree to constrain one's own actions in 
exchange for guarantees from others that they would constrain their actions as well. If, for 
example, everyone were to agree to be truthful in their business dealings, many more contracts 
would become possible and the very large costs involved in monitoring and inefficient risk- 
sharing could be avoided. Such an agreement to mutually constrain behaviour could be labeled 
an in vitro utilitarian ethical code. 
2.6 How is the Ethical Code Enforced? 4 
An ethical code would be enforced by rewarding compliance and punishing breaches. In some 
markets, for example, there are seldom formal contracts; there is instead a high degree of trust 
among the regular participants in the market. If a trader is discovered to have acted unethically, 
he is excluded from the market and loses his investment in human capital. This enforcement 
mechanism works only when the consequences of being caught are very large. 
Religion has played a role in enforcing ethical behaviour by invoking an omniscient being with 
the power to reward and punish behaviour. Durant (1959, p. 44) views the Catholic Church as a 
civilizing force at the onset of the Dark Ages: 
4Section (2.6) draws from Noreen (1988) 
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As the old order faded away in corruption, cowardice, and neglect, a unique army of churchmen rose to defend with 
energy and skill a regenerated stability and decency of life. The historic function of Christianity was to reestablish 
the moral basis of character and society by providing supernatural sanctions and support for the uncongenial 
commandments of social orders (quoted in Noreen, 1988, p. 364). 
Furthermore, Durant (1959, p. 360) claims that this civilizing function is common to Christianity, 
Judaism, and Muhammadanism (Islam): 
The three religions agreed in rejecting the practicability of a natural- non-religious- morality, most men, they 
believed, can be persuaded to tolerable behavior only by the fear of God. All three based their moral code on 
identical conceptions: the all-seeing eye and all-recording hand of God, the divine authorship of the moral code, and 
the ultimate equalization of virtue with happiness by post-mortem punishments and rewards (quoted in Noreen, 
1988, p. 365). 
This chapter focuses on ethics in Islam. Before proceeding to the discussion of ethics in Islam, 
the next section throws some light on Islam. 
2.7 Islam at a Glance5 
Islam is an Arabic word that means obedience and submission. The religion of Islam is thus 
submission to Allah. Allah is the only creator and sustainer of the whole of the universe and 
contents thereof. Allah has sent prophets, His messengers, from time to time in this world to 
preach the governing principles that are best suited for human beings for their good and peaceful 
life in this world and the world after death (hereafter). These governing laws to which humanity 
should submit, since this is the will of Allah, are known as Islam. 
The basic injunctions and laws of Islam, as revealed to Prophet Mohammed (peace be upon him) 
through Gabriel, are precisely and accurately preserved in the original script of the Holy Quran. 
The Holy Quran deals with various aspects of human life: God-man relationship, social justice, 
trade, commerce, political principles, law and international relationships, worship, knowledge, 
moral and spiritual values. The life of Prophet Mohammed (peace be upon him) was Quran in 
practice. The sayings of the Prophet are known as hadith, which are explanatory commentaries 
on the Quran. 
5Section 2.7 draws from three leaflets: 
1. The Message of Islam, Islamic Society, University of Surrey, UK 
2. Islam at a Glance, U. KI. M Dawah Centre, UK 
3. Islam: a brief guide, The Muslim Educational Trust, UK 
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Islam has five basic principles known as five pillars, the specific acts of worship. The principles 
are as follows: 
1- Iman (declaration of faith); "I bear witness that there is no one worthy to be worshipped 
except Allah, and I bear witness that Mohammed is His servant and messenger". 
2- Salah (prayer): five times a day in prostration on appointed times is a prescribed duty 
towards Allah of every Muslim from puberty till death. The times are (i) at dawn before 
sunrise (ii) after the mid day (iii) in the afternoon before the sunset (iv) shortly after sunset 
(v) before dawn. It reminds worshippers of the presence of Allah and his greatness and the 
pledge made with him, and induces high moral and physical discipline. It keeps the 
performer away from evil deeds and inculcates humility (to Allah), politeness to fellow 
humans and decency. 
3- Sawm (fasting in Ramadan): every Muslim after puberty has to abstain from food and drink 
and intercourse with the spouse from dawn to sunset during the whole month of Ramadan. It 
logically requires the worshippers to refrain from all sorts of evil: see no evil, say no evil, 
hear no evil, think of no evil, and do no evil. It thus produces a sound conscience, strong 
morality and civic sense. It teaches the worshipper to be kind to the poor and needy and to 
experience and share willingly the sufferings of the `have nots'. 
4- Zakah (welfare contribution): it is a compulsory payment from a Muslim's annual savings. It 
literally means purification, and is an annual payment of 2.5% of the value of cash, jewelry 
and precious metals. A separate rate applies to animals, crops and mineral wealth. Zakah is 
neither a charity nor a tax: charity is optional, while tax can be used for any of society's 
needs. Zakah, however, can only be spent on helping the poor and needy, the disabled, the 
oppressed, debtors and for other welfare purposes, as defined in the Quran and Sunnah7. 
Zakah is an act of worship. It is one of the fundamental principles of an Islamic economy 
which ensures an equitable society where everybody has a right to contribute and share. 
Zakah should be paid with the conscious belief that our wealth and our property belong to 
Allah and we merely act as trustees. 
5- Hajj (pilgrimage to the House of Allah): it is an annual event, obligatory at least once in a 
lifetime for Muslims who have the means to perform it. It is a journey to the House of Allah 
6The ninth month of Islamic calendar, the month of fasting 
7The Sunnah is the example of Prophet Mohammed. It is contained in the books of ahadith (sing. hadith) which are 
collections of the Prophet's sayings and actions. 
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(A1-Ka'bah) in Mecca, Saudi Arabia, in the month ofDhul al-Hyjah, the twelfth month of 
the Islamic calendar. Hajj symbolizes the unity of mankind; Muslims from every race and 
nationality assemble in equality and humility to worship Allah. The pilgrim, in the ritual 
clothing of Ihram, has the unique feeling of being in the presence of his Creator, to whom he 
belongs and to whom he must return after death. 
Islam provides definite guidelines for all people to follow in all walks of life. The guidance it 
gives is comprehensive and includes social, economic, political, moral and spiritual aspects of 
life. The Quran reminds man of the purpose of life on earth, and his duties and obligations 
towards himself, his kith and kin, his community, his fellow human beings and his Creator. Man 
is given fundamental guidelines about a purposeful life and then he is left with the challenge of 
human existence before him so that he may put these high ideals into practice. In Islam, man is a 
wholesome, integrated unit and not a collection of fragmented, competitive parts. The sacred 
and secular are not separate parts of man; they are united in the nature of a human being. 
2.8 Ethics in Islam 
The principles governing the ethical system in Islam (known as usul) are to be found in the 
Quran and Sunnah8. These principles constitute the Islamic Shari 'a and have to be obeyed, 
under all temporal and spatial conditions. Many of the teachings are in fairly general terms, and 
every Muslim is left to exercise discretion (ijtihad) over how best to implement these teachings. 
This is not a matter of personal choice. However, its criteria and purpose should be the public 
interest of the whole community (ummah). This flexibility enables Muslims to adapt to changing 
conditions and environments. It follows that Islam has always had a body of jurists (ulama) who 
are held to be experts in the complexities of the Shari 'a (Gambling and Karim, 1991). 
For a Muslim, ethics is Shari 'a. It is the divine law which guides all aspects of Muslim life, 
including the way of an individual should think and act towards other individuals and things in 
his or her everyday life. Believing in the Shari 'a as divine guidance; the Muslim tries to 
internalise its values and express them in thinking activities and overt actions (Triyuwono et al, 
2000). 
8As noted in section 2.4 above, Islamic ethics are deontological. 
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Within an Islamic context, the term most closely related to ethics in the Quran is khuluq. The 
Quran also uses a whole array of terms to describe the concept of goodness: khayr (goodness), 
birr (righteousness), qist (equity), adl (equilibrium and justice), haqq (truth and right), maruf 
(known and approved), tagwa (piety). Pious actions are described as salihat and impious actions 
are described as sayyiat (Beekun, 1997). 
The moral code embedded in Islamic ethics emphasizes the relation of man to his Creator. 
Because Allah is Perfect and Omniscient, Muslims have a code that is neither time-bound nor 
biased by human whims. The Islamic code of ethics is enforceable at all times because its 
Creator and Monitor is closer to man than his jugular vein, and has perfect, eternal knowledge. 
In describing the moral code of Islam, it is important to understand that actions can be 
categorized according to their degree of lawfulness or unlawfulness. In figh9, five of such 
classes have been indicated as follows (Beekun, 1997): 
1- Fard: represents the class of actions that are mandatory on every person claiming to be a 
Muslim. For example, praying salah five times a day, fasting, Zakah are among the 
compulsory actions that a Muslim must perform. 
2- Mustahabb: describes the class of actions that are not obligatory but highly recommended of 
Muslims. Example of such actions would include supererogatory fasting beyond Ramadan. 
3- Mubah: actions are permissible in the sense they are specified neither as mandatory nor as 
forbidden. For example, a Muslim may like a certain type of halal (permissible) food over 
another type of halal food. Or a Muslim may like gardening. 
4- Makruh: actions are not absolutely forbidden, but are detested. The makruh is less in degree 
than haram (forbidden), and the punishment for makruh is less than for those acts which are 
haram, except when done in excess and in a manner leading towards what is haram. For 
example, although smoking is not expressly forbidden like drinking alcohol, it is in itself an 
action that is makruh. 
5- Haram: actions are unlawful and prohibited. Committing a major sin, e. g., murder, adultery. 
Such acts are likely to incur the punishment of Allah in the Hereafter as well as legal 
punishment in this world. 
9Islamic jurisprudence 
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2.8.1 Axioms of Ethics in Islamlo 
The five key axioms of ethics in Islam are unity, equilibrium, free will, responsibility, and 
benevolence. 
1- Unity: it is reflected in the concept of tawhid (oneness). It is the vertical dimension of Islam. 
It combines into a homogeneous whole all the different aspects of a Muslim's life: economic, 
political, religious, and social, and stresses the idea of consistency and order throughout. 
Unity has lasting effects on the Muslim: 
a) Since a Muslim looks upon everything in the world as belonging to Allah, the same Lord 
to Whom he himself belongs, he cannot be biased in his thinking and behaviour. His vision 
is wider, and his sense of service is not restricted to any specific sphere or group. Any 
thought of racism or a caste system is inconsistent with his thinking. 
b) Since Only Allah is all powerful and omniscient, the Muslim is indifferent to, independent 
of, and fearless of, all powers other than Him. He is not overawed by anybody's greatness, 
and will not allow himself to be coerced into performing unethical acts by anybody. Since 
Allah Almighty can take away just as He can give, the Muslim will be humble and modest. 
c) Since he is convinced that only Allah can help him, he never despairs of Allah's Help and 
Mercy. No man or animal has the power to deprive him of his life before his appointed time. 
Allah only has the power to take away his life. He will act bravely in doing what is ethical 
and Islamic. 
d) The most important effect of la ilah illa Allah (there is no god except Allah) is that the 
Muslim will obey and observe Allah's law. He believes that Allah knows everything open or 
hidden, and that he cannot hide anything, intention or act from his Lord. Consequently, he 
will avoid what is forbidden, and engage in what is good. 
2- Equilibrium: it describes the horizontal dimension of Islam and relates to the all-embracing 
harmony in the universe. This law and order that we see in the universe reflects this delicate 
balance. Allah says: "Verily, We have created all things with Qadar (Divine Preordainments 
of all things before their creation as written in the Book of Decrees - AI-Lauh Al-Mahfuz)" 
(Quran, Surah 54, Al-Qamar, verse 49). The property of equilibrium is more than a 
characteristic of nature. It is a dynamic characteristic which each Muslim must strive for in 
toSub-section (2.8.1) draws from Beekun (1997). 
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his or her life. The need for balance and equilibrium is stressed by Allah when He labels the 
Muslim ummah as ummatan wasata. To maintain a sense of balance between those have and 
those have not, Allah stresses the importance of giving and condemns the practice of 
conspicuous consumption: "And spend in the Cause of Allah (i. e. Jihad of all kinds) and do 
not throw yourselves into destruction (by not spending your wealth in the Cause of Allah), 
and do good. Truly, Allah loves AI Muhsinun (the good-doers)"(Quran, Surah 2, Al- 
Baqarah, verse 195). Simultaneously, Allah is not urging extreme asceticism. Balance and 
moderation are crucial; He describes those `who will be rewarded with the highest place in 
heaven' as: "And those who, when they spend, are neither extravagant nor niggardly, but 
hold a medium (way) between those (extremes). And those who invoke not any other flab 
(god) along with Allah, nor kill such person as Allah has forbidden, except for just cause, nor 
commit illegal sexual intercourse-and whoever does this shall receive the punishment. The 
torment will be doubled to him on the Day of Resurrection, and he will abide therein in 
disgrace. Except those who repent and believe (in Islamic Monotheism), and do righteous 
deeds; for those, Allah will change their sins into good deeds, and Allah is Oft-Forgiving, 
Most Merciful. And whoever repents and does righteous good deeds; then verily, he repents 
towards Allah with true repentance" (Quran, Surah 25, Ash-Shu'ara', verses 67-71). 
3- Free Will: man has been granted the free will to steer his own life as Allah's vicegerent on 
earth. Notwithstanding the fact that he is completely regulated by the law governing Allah's 
creation, he has been endowed with the ability to think and form judgements, to adopt 
whatever course of life he wishes and, most importantly, to act in accordance with whatever 
code of conduct he chooses. Unlike other creatures in Allah's universe, he can choose how 
ethically or unethically he will behave. Allah says: "And say: the truth is from your Lord. 
Then whosoever wills, let him believe; and whosoever wills, let him disbelieve" (Quran, 
Surah 18, Al-Kahf, verse 29). Once he chooses to become a Muslim, he must submit his will 
to Allah. He joins the collective ummah, and assumes his rightful position as Allah's trustee 
on earth. He agrees to behave according to the code that Allah has revealed for his 
individual and social life. Free will co-exists with unity and equilibrium. 
4- Responsibility: unlimited freedom is absurd. It implies no responsibility or accountability. 
To meet the dictates of adl and unity that we see in Allah's creation, man needs to be 
accountable for his actions. Allah stresses this concept of moral responsibility for one's 
actions: " ... whosoever works evil, will 
have the recompense thereof, and he will not find 
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any protector or helper besides Allah. And whoever does righteous good deeds, male or 
female, and is a (true) believer [in the Oneness of Allah (Muslim)], such will enter Paradise 
and not the least injustice, even to the size of a Naqira (speck on the back of a date-stone), 
will be done to them" (Quran, Surah 4, An-Nisa, verses 123 & 124). Islam is fair. A person 
is not responsible for his/her actions (a) if he/she has not reached the age of puberty, (b) if 
he/she is insane or (c) if he/she is acting during sleep. Within the concept of responsibility, 
Islam draws a distinction between fard al-ayn (individual responsibility that is non- 
transferable) and fard al-kifaya". Responsibility in Islam is multi-layered and focuses at 
both the micro-level (individual) and the macro-level (organizational and societal). 
Responsibility in Islam even brings together both the micro and the macro levels (e. g. 
between the individual and various societal institutions and forces). 
5- Benevolence: benevolence (ihsan) or kindness to others is defined as "an act which benefits 
persons other than those from whom the act proceeds without any obligation". Kindness is 
encouraged in Islam. The Prophet (saaw) is reported to have said: "The inmates of Paradise 
are of three types: one who wields authority and is just and fair; one who is truthful and has 
been endowed with power to do good deeds; and the person who is merciful and kind-hearted 
towards his relatives and to every pious Muslim, and who does not stretch out his hand in 
spite of having a large family to support 12" 
2.8.2 Determinants of Individual Ethics in Islam13 
There are a set of determinants of individual ethics in Islam such as legal interpretations, 
organizational factors, and individual factors. 
1- Legal interpretations: legal interpretations, in secular societies, are based upon contemporary 
and often transient values and standards. In an Islamic society, these values and standards 
are guided by the Shari 'a and collection of the previous frgh judgements. The result of these 
divergent approaches is amazing: at one time, it was legal and ethical in the United States to 
11Fard kifaya means a collective religious duty which, if performed by some, would exempt others from performing 
it. However, if it is not performed by any, the entire community is sinful. 
12Sahih Muslim, hadith no. 6853 
13Sub-section (2.8.2) draws from Beekun (1997) 
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discriminate against minorities in hiring; now, affirmative action laws make it illegal to 
discriminate against these groups. By contrast, Islam has never discriminated against 
minorities on any basis. For example, Abu Dharr reported that the Prophet (saaw) said to 
him: "you are not better than people with red or black skins unless you excel over them in 
piety". 
2- Organizational factors: the organization too can influence employees' behaviour. One of the 
key sources of organizational influence is the degree of commitment of the organization's 
leader to ethical conduct (Beekun, 1997). This commitment can be communicated through a 
code of ethics, policy statements, speeches, publications, etc. For example, Xerox 
Corporation has a 15 page ethical code, one section of which states: "we're honest with our 
customers. No deals, no bribes, no secrets, no fooling around with prices. A kickback in any 
form kicks anybody out. Anybody". 
Codes of ethics are gaining in popularity in many organizations and often vary from one industry 
to another. Although such codes may enhance ethical behaviour among organizations' staff, 
their use is sometimes inappropriate. From an Islamic viewpoint, for example, trading in or 
selling khamar (alcohol) is unethical. Allah says: " They ask you (0 Mohammed) concerning 
alcoholic drink and gambling. Say: In them is a great sin" (Quran, Surah 2, Al-Baqarah, verse 
219). Therefore, developing and enforcing a code of ethics for this type of organization is 
Islamically inappropriate. In contrast, organizations engaged in halal businesses can foster 
ethical behaviour through the development of an Islamic code of ethics. 
3- Individual factors: individuals come to work with different values. Factors affecting one's 
ethical behaviour include: stages of moral development, personal values and morals, family 
influences, peer influences, and life experiences. 
Stages of moral development. The Prophet (saaw) suggested that individuals undergo two 
stages of moral development: the minor or prepubescent stage and the adulthood stage. In a 
hadith narrated by Aysha (rah), she narrated that: "the Apostle of Allah (peace be upon him) 
said: there are three persons whose actions are not recorded: a sleeper till he awakes, an idiot 
till he is restored to reason, and a boy till he reaches puberty"14. From this hadith, two facts 
can be inferred. First, certain types of people are not considered as being responsible for 
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their behaviour: the sleeper, the lunatic, and the child before puberty. Second, an individual 
is not responsible for his actions until the age of reason (puberty). In addition to physical and 
mental development, Islamic scholars have suggested that there are three states or stages of 
the development of the human soul or nafs: (a) ammarah, which is prone to evil and if not 
checked and controlled will lead to perdition. Allah says: "And I free not myself (from the 
blame). Verily, the (human) self is inclined to evil, except when my Lord bestows His 
Mercy (upon whom He wills). Verily, my Lord is oft-Forgiving, Most Merciful" (Quran, 
Surah 12, Yusuf, verse 53). (b) lawwamah, which feels consciousness of evil, and resists it, 
asks for Allah's grace and pardon after repentance and tries to amend. It hopes to reach 
salvation. Allah says: "And I swear by the self-reproaching person (a believer)" (Quran, 
Surah 75, Al-Qiyamah). (c) mutmal'nnah, which is the highest stage of all, when the soul 
achieves full rest and satisfaction after aql (intellect) has checked the evil tendencies of man. 
Allah says: "0 Soul at peace - Return to your Lord, well pleased and well pleasing" (Quran, 
Surah 89, Al Fajr, verses 27 & 28). 
Of course, what will govern the individual is ethical behaviour and the interaction among 
these three states of the soul is the individual's level of taqwa. Depending on which level his 
soul is at and whether he is winning or losing the battle against temptation and evil, he may 
be more or less prone to behave ethically. 
Personal values and personality. An individual's values and morals will also influence his or 
her ethical standards. A person who stresses honesty will behave very differently from 
another who does not respect other people's property. In Islam, the decay and eventual 
disappearance of honesty is a sign of the imminence of the Day of Judgment. Abu Hurayrah 
reported'5: 
While the Prophet (peace be upon him) was saying something in a gathering, a Bedouin came and asked him, 
"When would the Hour (Doomsday) take place? " Allah's Apostle (peace be upon him) continued his talk, so 
some people said that Allah's Apostle (peace be upon him) heard the question, but did not like what that 
Bedouin had asked. Some of them said that Allah's Apostle (peace be upon him) had not heard it. When the 
Prophet (peace be upon him) finished his speech, he said, "Where is the questioner, who inquired about the 
Hour (Doomsday)? " The Bedouin said, "I am here, 0 Allah's Apostle (peace be upon him)". Then the Prophet 
(peace be upon him) said, "When honesty is lost, then wait for the Hour (Doomsday). " The Bedouin said, 
"How will that be lost? ' The Prophet (peace be upon him) said, "When the power or authority comes in the 
hands of unfit persons, then wait for the Hour (Doomsday)". 
14Sahih Muslim, hadith no. 4394 
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Family influences. Individuals start to form ethical standards as children. The Prophet 
(saaw) emphasized the importance of family nurturing when he said: "command your 
children to pray when they become seven years old, and discipline them for it (prayer) when 
they become ten years old; and arrange their beds (to sleep) separately". Here, the 
implication is that if you wish your children to grow up as good Muslims, you need to start 
shaping them from a young age. Children are likely to develop high ethical standards if they 
perceive other family members as consistently adhering to high standards, and if they are 
rewarded for ethical behavior but punished for being untruthful, stealing etc. Mixed 
messages from parents are likely to result in unethical behavior on the part of the child. An 
example of mixed messages is that of a child who is told that stealing is bad; at the same 
time, he is given supplies "borrowed" from the parents' office at work. 
Peer influences. As children grow and are admitted to school, they are influenced by the 
peers with whom they interact daily. Thus, if a child's friends engage in drawing graffiti, the 
child may imitate them. If the child's peers avoid such behavior, the child is likely to behave 
accordingly. 
Life experiences. Whether positive or negative, key events affect the lives of individuals and 
determine their ethical beliefs and behavior. Malcolm X's Haff experience had a major 
impact on his later years as a Muslim: 
There were ten of thousands of pilgrims, from all over the world. They were of all colors, from blue-eyed 
blondes to black-skinned Africans. But we were all participating in the same ritual, displaying a spirit of unity 
and brotherhood that my experience in America had led me to believe never could exist between the white and 
the non-white. America needs to understand Islam, because this is the one religion that erases from its society 
the race problem ... 
I have never before seen sincere and true brotherhood practiced by all colors together, 
irrespective of their color. You may be shocked by these words coming from me. But on this pilgrimage, what 
I have seen, and experienced, has forced me to re-arrange much of thought-patterns previously held, and to toss 
aside some of my previous conclusions (quoted in Beekun, 1997, p. 8). 
Situational factors. People may behave unethically in certain situations because they may 
see no way out. For example, a manager may record fictitious sales in order to cover losses 
within his area of responsibility. According to Islam, debt is a major reason why individuals 
behave unethically. In a hadith narrated by Aysha (rah): "somebody said to [the Prophet], 
"Why do you frequently seek refuge with Allah from being in debt? " The Prophet (peace be 
upon him) replied, "A person in debt tells lies whenever he speaks, and breaks promises 
15Sahih al Bukhari, hadith no. 1.56 
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whenever he makes (them)16". Since indebtedness is likely to lead to unethical conduct, 
Muslim lenders are encouraged to show leniency to debtors. At the same time, debtors are 
urged to repay debts promptly. 
The above discussion focused on ethics in Islam in terms of the axioms of ethics, and 
determinants of individual ethics in Islam. What follows is a discussion of the business ethics in 
Islam. 
2.9 Business Ethics in Islam 
Islam aims to establish a just and moral social order through the agency of man. Within the 
framework of Islamic law each person is given freedom of action subject to the limitation that 
the individual's actions do not violate the rights of others. Amr bi al Ma'ruf wa nahi `an al- 
munkar (enjoin the good and forbid the wrong) is the Quranic concept that holds the key to the 
worldview and value system of Islam (Pomeranz, 1997). 
"Islam differs in one major respect from both Christianity and humanism. Christianity regards 
Homo sapiens as a fallen creature, while humanism supposes that Man is by nature a rampant 
egoist. Secular economizing assumes that this self-interest can regulate itself, or be controlled 
by the superior vision of political illuminati. Islam takes as its starting-point the tenet that men 
and women are naturally committed to be good. This strikes at the heart of humanism; in 
particular, neoclassical economics has nothing to say about the behaviour of those with a 
potentially self-sacrificing commitment to some course of action" (Sen, 1976-7, quoted in 
Gambling and Karim, 1991, p. 28). 
Gambling and Karim (1991, p. 28) stress that "Islam rejects the possibility of a separation 
between religious and temporal affairs. However, this does not mean that Islam calls for a 
theocratic state, at least in the sense of one that is dominated by a priestly caste. Priests, as 
understood in other religions, do not exist in Islam. All people are equal in the sight of God, and 
have direct access to I-Iim. Mullah and ayatollahs are essentially no more than someone chosen 
to lead the public prayers in a mosque on a regular basis. Current events and the past history of 
6Sahih al Bukhari, hadith no. 1.795 
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Muslim countries nevertheless suggest that `religious leaders' often play a major part in public 
life! There is no contradiction in this, since religion is central to the life of a Muslim, and the 
Quran teaches that men of knowledge are especially honoured". 
Islam does not recognize any separation among political, cultural, business, and social life. 
Muslim scientists, engineers, teachers, leaders, innovators, and businessmen are bound to pay 
due attention to ethical precepts in their work (Saleem, 1993). Muslim businessmen, for 
example, are required to behave Islamically in their business dealings. Allah says: " And 
whatever matter you may be engaged with and whatever portion you may be reciting from the 
Quran, and whatever deed you may be doing, We are Witness of it, when you are deeply 
engrossed in it, and not so much as the weight of an atom in earth or heaven is hidden from your 
Lord, neither anything smaller than that or greater, is in a manifest book"(Quran, Surah 10, 
Yunus, verse 61). 
2.9.1 Code of Business Ethics in Islam 
Beekun (1997) suggests that, in developing a code of Business ethics in Islam (See Fig. 2.1), 
Muslim managers should: 
1- Identify the key stakeholders of the company, and the organization's responsibility to each in 
accordance to the Islamic moral code. 
2- Define ethical values or draw up specific behavioral guidelines for each of the stakeholders 
the company interacts with. 
3- Investigate what other ethical codes influence employees' behaviour in the organization, and 
if possible, design the corporate code so as not to clash with these external codes of conduct. 
4- Describe how the company actually deals with its stakeholders, and focus on areas where 
there may be a gap between the Islamic code of conduct and the actual behaviour of the 
company. 
5- Form a system of internal controls in order to track specific practices. 
6- Formulate a management policy for responding to unethical behaviour and for encouraging 
ethical conduct. 
7- Annually evaluate the code. What gaps still exist? What new ethical issues have emerged? 
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8- Adjust the code or its implementation. Although the Islamic code of behaviour as outlined in 
the Quran and the Sunnah may not be modified, there may be alternate ways to encourage 
employees (including management) to behave ethically. 
In the name of Allah, the most beneficent, the most merciful 
Insha Allah, we will behave Islamically towards: 
V Our Customers: 
Our primary responsibility is to provide the best quality product to those who make use of our products and 
services. We must work to decrease our costs in order to charge reasonable prices. Orders will be processed 
speedily and without errors. We will neither misrepresent nor deny our products or services to any customer on the 
basis of race, religion or national origin. 
:" Our Suppliers and Distributors: 
We will work with our suppliers and distributors to maintain consistency in quality and service. We will ensure that 
they make a fair profit. We shall neither offer nor accept any premium, prize or un-Islamic inducement in our 
transactions with our suppliers and dstributors, or any other stakeholder. 
A. - Our Employees: 
Every employee will work in safe and clean conditions. They will receive fair and adequate compensation. They 
will have ample opportunities to develop their skills. They must feel free to make suggestions, criticize or complain. 
We will safeguard their rights to privacy, protect them from any type of harassment and respect their dignity at all 
times. The company will clearly communicate to all employees what is expected of them. In all negotiations we 
will act in good faith. Every employee shall take responsibility to ensure that their actions are in agreement with 
Islamic values and the Code of ethics of his company. 
"'" Our Competitors: 
We will not engage in monopolistic behavior and preclude others from competing with us. We will complete fairly 
without engaging in un-Islamic tactics. 
V Our Stockholders: 
We must work to ensure a fair return to our stockholders. We will only engage in what is halal and stay away from 
the haram. We will manage our research and development projects wisely. We will compensate our employees 
equitably. We will maintain appropriate reserves for difficult times We will not waste company resources on false 
needs. When we behave according to our code of ethics, we should be able to provide our stockholders with an 
Islamically acceptable rate of return. 
V Our Community: 
We support the community we live in as well as the world ummah. We will be good citizens, paying our fair share of 
taxes and contributing to the welfare of the needy and the destitute. We will protect our environment and natural 
resources. 
Fig. 2.1 Sample Code of Ethics for Muslim Businesses (Source: Beekun, 1997, p. 60) 
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2.9.2 Fundamental Principles of Commerce and Trade in a Muslim Society 17 
The fundamental principles of commerce and trade in a Muslim society are: 
1. Adl. 
Adl or justice is the cornerstone of the entire laws of Islam particularly the law regulating civil 
and commercial transactions. It appears from a careful perusal of the relevant Quranic verses 
that the divine book makes a clear distinction between what may be termed as legal (formal) 
justice or Adl and what may be termed as real (substantive) justice or Qist. This difference 
between legal justice and real justice is based on a well-known hadith reported by almost all the 
compilers of the ahadith. According to this hadith, the Prophet (saaw) once decided a dispute 
between two of his companions regarding ownership of a piece of land. After deciding the case, 
he addressed the audience in these words: 
You people bring your litigation to me. Some of you might be more powerful and eloquent in their articulation and 
argumentation and they might be able to convince me about the legitimacy of their points of view and get a decision 
from me in their favour. If that is the case, then the person concerned will receive a piece of hell fire from my 
hands. I would, therefore, advise him to abstain from receiving such property and to give it back to its rightful 
owner. 
This hadith clearly differentiates between legal justice and real justice. It means that any 
transaction not based on justice in its real terms is not allowed under the Shari 'a. However, as 
the responsibility of the state is confined to the establishment of legal justice, only the 
establishment of real justice remains to be the responsibility of the concerned party. This is 
simply because of the fact that the judiciary and the government possess no means to find out the 
real truth of a case. They have no option except to rely on the available evidence as adduced by 
the parties. A judge cannot and should not try to peep into the hearts and minds of the people. 
For if that door is opened and the state functionaries are allowed to claim access to the hearts and 
minds of the people, it is bound to lead to an authoritarian totalitarianism of the worst order. The 
Shari'a has closed this door once and for all and has directed that worldly authorities should 
decide cases and disputes only on the basis of apparent and obvious evidence. 
17Sub-section (2.9.2) draws from Ghari, 1999 
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2. Elimination of Alm (injustice and oppression): 
The Quran is replete with references condemning injustice and oppression committed by people 
in their dealings with others. In Surah al-Baqarah, it has been clearly laid down that nobody 
should wrong others nor be wronged by others. Allah says: "And eat up not one another's 
property unjustly (in any illegal way e. g. stealing, robbing, deceiving) nor give bribery to the 
rulers (judges before presenting your cases) that you may knowingly eat up a part of the property 
of others sinfully" (Quran, Surah 2, Al-Baqarah, verse 188). This simply means that a 
transaction should be such that neither party faces any wrong or injustice. Under this principle 
all contracts are prohibited which involve an element of injustice or wrong of any kind. 
3. Takaful: 
Takaful is a mutual guarantee among believers to protect and watch over the interests of each 
other. This is not merely a moral recommendation to be observed by believers, but is also a legal 
requirement which becomes mandatory in certain cases. 
4. Taradi: 
This is one of the principles mentioned in the Quran as the most important component of all 
mutual dealings and it means consent of the parties. The Sunnah has dealt with various aspects 
of this basic requirement of all contracts and transactions. Anything which can affect the 
absolutely free consent of the parties, invalidates the transactions. The principle requires that 
dealings between parties should be in express, clear and emphatic terms. The parties should 
have full information about the transaction they are entering into. The subject of the transaction, 
the nature of the business and the kind of expected profit should be clearly defined. Allah says: 
o you who believe! When you contract a debt for a fixed period, write it down. Let a scribe write it down in justice 
between you. Let not the scribe refuse to write as Allah has taught him, so let him write. Let him (the debtor) who 
incurs the liability dictate, and he must fear Allah, his Lord, and diminish not anything of what he owes. But if the 
debtor is of poor understanding, or weak, or is unable to dictate for himself, then let his guardian dictate in justice 
(Quran. Surah 2, Al-Baqarah, verse 282). 
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5. Ihsan: 
It means dealing with each other in the most ethically excellent way and is another basic 
principle, which regulates commercial and trade relationships in a Muslim society. Ihsan is to 
give due weight to moral considerations while entering into commercial and trade relationship 
with each other. It is undoubtedly an extremely difficult task to combine legal and commercial 
transactions with some moral obligation and to maintain a balance between the two. It is in view 
of this difficulty that the Shari 'a has not made ihsan to be legally binding and judicially 
enforceable. It has been left to the conscience of the parties concerned to ensure that the 
requirements of ihsan are observed. 
Briefly, the above discussion focused on business ethics in Islam in terms of a code of business 
ethics in Islam, and fundamental principles of commerce and trade in a Muslim society. As well 
as considering business ethics, Islam considers accounting ethics. The next section discusses 
accounting ethics in Islam. 
2.10 Accounting Ethics in Islam 
Accounting may be viewed as a means of reflecting economic reality. When economic reality is 
constructed in relation to ethical values, accounting should also be based upon the same ethical 
values. If not, the economic reality will be reflected in other presentations and in turn will 
mislead those who are interested in it. It is claimed that accounting is, at least for Islamic 
institutions, at best constructed through the guidance of the Shari 'a. Accounting is inspired by 
the Shari 'a ethics. With regard to this, Bin Ashari and Bin Mohamed (1989), Alam (1991), 
Gambling and Karim (1991), Hamid eta! (1993), and Baydon and Willet (1994) have attempted 
to blend ethics with their works. This is so since individuals have internalised Shari'a values 
and, with their own intentions or objectives, have attempted to externalise the values in the form 
of developing accounting thought (Triyuwono et al, 2000). 
The primary aim ofShari'a based accounting is in fact to guide individuals in creating tawhidic 
realities which entrap members of a society in "divine networks" and make them self-conscious 
about their real nature as the vicegerent of Allah on earth whose duty is to disseminate mercy for 
all creatures in the form of worship (Triyuwono et al, 2000). 
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Muslims' approach to accounting is clear. The Quran directs traders to keep proper records of 
indebtedness. Apart from that, the general prohibitions on both waste and avarice, and on unfair 
trading practices, imply a need for records which demonstrate what a business person has done, 
i. e., there is a need for accounts which convey information to the conscious intelligence of those 
who read them, as well as the common sense messages which these accounts may transmit to the 
central nervous system (Gambling and Karim, 1991). 
Accounting, in its technical definition, is the process of recognizing, measuring, recording of 
transactions and expressing their financial consequences. It is one of the professions which is 
required by the Shari 'a as fard kifaya In addition to its technical definition, accounting, in 
Islam, is a means to fulfil a Shari 'a requirement, namely to record, measure, and allocate rights 
fairly among claimants (AAOIFI, 1999), i. e., Islam emphasizes the principle of fairness in 
recording, measuring, and allocating the rights among the claimants. 
Fairness, within the Islamic context, is mentioned in the Holy Quran. Allay says: "Verily, Allah 
enjoins Al Adl (i. e. justice and worshipping none but Allah alone - Islamic Monotheism) and Al- 
Ihsan [i. e. to be patient in performing your duties to Allah, totally for Allah's sake and in 
accordance with the Sunnah (legal ways) of the Prophet in a perfect manner]" (Quran, Surah 16, 
An-Nahl, verse 90). Also, Allah says: "Verily, Allah commands that you should render back the 
trusts to those, to whom they are due; and that when you judge between men, you judge with 
justice" (Quran, Surah 4, An-Nisa, verse 58). 
Fairness, within the Islamic context, is considered as an ethical value. Therefore, there is a need 
for a code of ethics that guides professional accountants in the performance of their professional 
duties and services. In order for the code of ethics to have moral persuasion, there must be a 
solid and legitimate source from which its ethical foundations and principles may be derived. 
From an Islamic perspective, the ethics of accountants depends primarily on the principles and 
rules of the Islamic faith and Shari 'a (AAOIFI, 1999). 
The following section discusses the professional code of ethics for accountants of Islamic 
financial institutions issued by AAOIFI. 
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2.10.1 AAOIFI's Code of Ethics's 
AAOIFI's code of ethics is based primarily on Shari 'a Rules and Principles. These ethical 
principles stem from the presentation and constant religious incentives that surpass in their 
purposes all other incentives. Also, these principles enjoy certain attributes which characterize 
Shari 'a such as universality and both permanence and flexibility. 
The major Shari 'a foundations of accountants' ethics are: 
1- Integrity: it is highly valued by Islam and governs all acts, due to the fact that Islam itself is 
considered a trust for those who are following it. This requires them to be true to Allah, 
themselves and to their societies. 
2- The Principle of Vicegerency of Humanity on Earth: the principle of vicegerency has been 
expressed in Quran: "I will create a vicegerent on earth" (Surah 2, Al-Baqarah, verse 30), 
meaning that Allah trusted mankind with the task of developing the earth. This principle is 
based on the fact that the supreme authority is that of the Almighty Allah and man's 
ownership of property is not an end in itself, but a means to provide a decent life for him, his 
family, and the society. Hence, man should observe the commandments and prohibitions of 
Allah in owning and disposing of the property since he is responsible for it before Almighty 
Allah on the Day of Judgement. 
3- Sincerity: the accountant should strive to obey Allah in performing his work, and not 
hypocrisy, fame, flattery, boasting or ostentation. The accountant should not subject himself 
to external influences or pressures, but considers his work as a religious duty since good 
intention turns a good action into worship. 
4- Piety: it is the fear of Allah in secret and in public which could protect one's self from 
adverse consequences as a result of not complying with the Shari 'a. Allah says: "0 ye who 
believe! Fear Allah as He should be feared" (Quran, Surah 3, Al-Imran, verse 102). 
Therefore, accountants have to fear Allah in performing their duties. 
5- Righteousness and making one's work perfect: the accountant should strive to perform his 
professional duties in the best possible manner. This could be achieved through academic 
qualifications, practical experience and acquisition of religious knowledge. Allah says: "Do 
good, for Allah loveth those who do good" (Quran, Surah 2, Al-Baqarah, verse 195). 
isSub-section (2.10.1) draws from AAOIFI, 1991: Code of Ethics for Accountants of Islamic Financial Institutions. 
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Prophet Mohammed (saaw) said: " Allah likes when someone performs his work to do it 
perfectly, and Allah prescribed righteousness in everything'9" 
6- Allah-Fearing Conduct in Everything: Allah, the Almighty, is observing the acts of all His 
servants, and taking into consideration in their desisting from what does not please Him. So, 
the accountants should act in an Allah-fearing manner regardless of the opinion of other 
people or his superiors. Allah says: "Allah ever watches you" (Quran, Surah 4, An-Nisa, 
verse 1). 
7- Men's Accountability before Allah: the accountant believes that Allah is observing all his 
acts, and he is accountable before Allah on the Day of Judgement for every small and big 
thing he did in his life. Hence, the accountant should take precautions against this by 
avoiding what may incur Allah's punishment. Allah says: "Then shall anyone who has done 
an atom's weight of good, see it. And anyone who has done an atom's weight of evil, shall 
see it" (Quran, Surah 99, Az-Zalzalah, verse 7-8). 
Hence, based on the above Shari 'a foundations of the ethical principles for accountants and the 
principles that are contained in currently available code of professional ethics for accountants, 
provided these principles do not contravene Shari 'a rules and principles. The following are 
ethical principles for accountants of Islamic financial institutions. 
Trustworthiness. The accountant should be trustworthy and honest in performing his 
professional duties and services. He should respect the confidentiality of information acquired in 
the course of performing professional services to his organization (internal accountant) or his 
client (external auditor). Also, he should not deliberately present facts and information 
untruthfully. 
Legitimacy. The accountant should make certain of the legitimacy of everything relating to 
performing his professional duties or services according to Shari 'a rules and principles. 
Obiectiv_ity. The accountant should be fair, impartial and unbiased, free from conflicts of interest 
and independent in fact as well as in appearance. Objectivity also entails that the accountant 
should not subordinate his professional judgement and duties to suggestions of others. 
'9Sahih Muslim, Vol. 6, p. 72 
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Professional Competence and Diligence. The accountant should be professionally competent 
and well equipped for carrying out tasks required in the course of performing professional duties 
or services so that he can perform such tasks diligently and properly, saving no effort in order to 
discharge his responsibilities towards Almighty Allah and towards his society, profession, 
superiors, client, and himself. 
Faith-Driven Conduct. The accountant's behaviour should be consistent with faith values 
derived from Shari 'a rules and principles. 
Professional Conduct and Technical Standards. The accountant should observe the rules of 
professional conduct and comply with the accounting and auditing standards for Islamic 
financial institutions. 
So, "God has given us intellect. He [Allah Almighty] said here is the path, here are the 
specifications and here is the contract. We have to use our brains and do the necessary things for 
our development" (Al-Faisal, Islamic Banker, Dec. 96/Jan. 97, p. 13). 
2.11 Summary 
Ethics could be defined as a set of moral principles that distinguish what is right from what is 
wrong. There exist codes of ethics that are based on religious morality or on secular ethical 
perspectives (e. g. utilitarian ethics, deontological ethics, and the notion of fittingness). 
Within an Islamic context, the term most closely related to ethics in the Quran is khuluq. The 
principles governing the ethical system in Islam are to be found in the Quran and the Sunnah. 
The moral code embedded in Islamic ethics emphasizes the relationship between man and Allah. 
This code is neither time-bound nor biased by human whims. Based on this code, actions could 
be categorized according to their degree of lawfulness (lard, mustahabb, mubah, makruh, and 
haram). 
Islam does not recognize any separation either among the religious and secular life or among the 
spiritual and the temporal affairs. Muslim accountants, for example, have to follow the 
professional code of ethics issued by AAOIFI, which depends primarily on the principles and 
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rules of Islamic faith and Shari a. Muslim businessmen, for example, are required to behave 
Islamically in their business dealings. 
Islamic banks are examples of Islamic business organizations, which are governed by the Islamic 
precepts. These organizations were established over the last 30 years. They trade in Islamic 
products and transactions. The next chapter presents an overview of Islamic banks. 
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"0 you who believe! Fear GOD and relinquish whatever remains from usury if you are believers. " (Quran: 2,278) 
Chapter 3. 
Islamic Banks-An Overview 
3.1 Introduction 
This chapter provides an overview of Islamic banks. The first part presents background 
information about Islamic banks. In the second part, the discussion moves on to the major 
financing instruments used by Islamic banks. The third part discusses the role of the Shari 'a 
Supervisory Board. And the fourth part is a summary. 
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3.2 Background' 
At the age of 25, Prophet Mohammed (peace be upon him) married a wealthy widow of Mecca, 
Khadijah. Historians report that Prophet Mohammed implemented the principles of Islamic 
finance, which is practiced today, through the wise management of the wealth of his wife, 
Khadijah. 
Prior to promulgation of the Prophet's hadith, the Quran and the increasingly widespread 
imitation of his Sunnah, financial practices in pre-Islamic Arabia were largely interest- based. 
The practice of basing business transactions on the principles of the Prophet's hadith became 
more widespread following the Hyrah (Immigration) of 622 AD. 
Rejected by the Arabs of Mecca following his revelations, Mohammed and his followers moved 
in this year to the town of Yathrib, some 250 miles to the North East of Mecca. This became 
known as Medina Al-Munawwarah or Medina for short, and the date of the Hyrah formed the 
basis for the start of the Muslim calendar. It was in this society that fasting during the month of 
Ramdan began, and it was here too that the Zakah was first levied. 
With the growth and expansion of the Muslim community came an increase in trade. The 
instances of Mudaraba during the time of the Prophet and his companions relate to trading. The 
sum of money supplied by the financier was used to buying merchandise to be sold at a profit. 
Transporting the merchandise to a different place or storing it over time also involves the simple 
application of Mudaraba. Khadijah's Mudaraba with the Prophet involved him travelling to 
Syria. Mecca was a centre for long distance trade. Medina, on the other hand, was 
predominantly an agriculture habitat with some handicraft as well as local trade. There were 
numerous reports of sharing arrangements centered on agriculture and horticulture. 
Although the fundamental principles of Islamic finance were long accepted among Muslim 
communities, Islamic finance did not become institutionalized and evolve into a formal Islamic 
banking industry until the early 1970's. In the early 1970's, "things began to change profoundly 
in the Muslim world. There was a revival of the Islamic faith in almost all areas with substantial 
Muslim populations. This seems to have occurred across the whole spectrum of Islamic 
'Section 3.2 draws from Moore (1997). 
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persuasion. As a result, most Islamic countries make more or less successful efforts to extend 
the requirements of the Shari 'a to all business activity. One of the major economic 
developments of the recent resurgence of the Islamic faith is Islamic banking (Karim 1990a, 
p. 34). Furthermore, the economic independence from Western colonial powers as a result of the 
discovery of oil in the Gulf and Arab states enabled a reassertion of the Islamic identity of the 
Arab peoples. The presence of substantial funds controlled by Muslims instigated the 
development of institutionalized Islamic banking industry2. Gambling eta! (1993, p. 197) note: 
The oil revenues of the Middle East have brought about the development of Islamic banking on a sufficiently large 
scale to support major economic activity of every kind. Many of these are very large organizations, which offer 
their customers a wide range of sophisticated `financial products'. Their cardinal objective is to enable Muslims to 
invest their savings and obtain financing on bases which do not violate the Shari 'a principles, which are the 
foundation of Islamic law. 
The phenomenon of Islamic banks is different from Western banking. An Islamic bank is 
defined as: 
A banking establishment that solicits funds and employs them in accordance with the Islamic Shariah, for the 
purpose of building Islamic solidarity and ensuring justice of distribution and employment of funds in accordance 
with the Islamic principles (Banaga et al, 1994, p. 6) 
The objectives of Islamic banks are (A. Majeed, 1981): 
1- Conducting Islamic banks' operations without practicing rfba (interest, usury), 
2- Enabling Muslims to invest their funds in accordance with the Islamic Shari 'a, 
3- Collecting contributions of the Zakah fund and dispensing the fund to needy beneficiaries, 
4- Providing interest-free loans to people who are in exceptionally difficult personal 
circumstances, and 
5- Contributing to the development of the Islamic communities with proper balances between 
social and economic aspects. 
The shareholders of Islamic banks can be classified into three categories. The first category 
consists of those shareholders that own enough shares to enable them to control the bank's 
management. These shareholders have a vested interest in the bank's success because they are 
2What happened was that the Islamic oil producing countries of the Middle East gained political control over their 
oil and gas resources and at the same time the Iran-Iraq war lead to a considerable increase in oil and gas prices. 
This lead to these countries having huge cash resources which needed to be invested abroad as they exceeded what 
these countries could invest domestically (the so called petro-dollar re-cycling problem). Most of the re-cycling was 
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either its founders or strong supporters. Usually, they have a voting majority and their 
investments in the bank's shares are of a long-term nature. The second category consists of 
those individuals who have a strong commitment to Islam and therefore invest their funds in the 
Islamic banks. They do not have a voting majority and their investments can be on a short- 
and/or long-term basis. The third category comprises those individuals who invest in Islamic 
banks for economic reasons, regardless of the religious aspects of the bank. These shareholders 
would not be expected to have a voting majority and their investments are usually of short-term 
nature (Karim, 1990a). 
Similarly, investors (not shareholders but PSIA3 holders) in Islamic banks are of two categories. 
The first category includes those who invest in Islamic banks from a religious stance since riba 
is prohibited by Allah and from an economic stance since "it has been contended that 
international monetary crises are largely due to the institutions of interest" (Ariff, 1988, p. 54). 
The second category "recognizes that offering Islamic banking services is a way of generating 
additional business" (Temple, 1992, p. 47). A Citibank VP4 commented: "for banks it represents 
a point of differentiation. It is a way for conventional institutions to produce incremental growth 
by attracting new depositors. And it is a way of mobilizing part of the money supply which has 
in the past been relatively inert" (Accountancy, July 1992, p. 47). Moore (1997, p. 45) notes that 
"the growing interest shown by conventional banks in the Islamic banking industry has been 
driven by two phenomena. First, and most simple, it has been motivated by a recognition on the 
part of several international banks that the global Muslim population is so large that any bank 
overlooking its demands will be missing out a substantial amount of business... A second reason 
for conventional banks to have focused ever more closely on Islamic banking over the last two 
decades - which probably pre-dates recognition of the first - has to do with ever closer trading 
links between Muslim and non-Muslim societies. 
Examples of those conventional banks which offers Islamic banking operations are: Citibank, 
Dresdner Kleinwort Benson, The United Bank of Kuwait, ANZ Group Ltd., ABN AMRO, and 
Arab Banking Corporation. It is worth noting that a major international conference on Islamic 
banking and investments was held in Bahrain in October 1994 entitled `Investment Opportunities 
Carried out by Western banks using riba-based loans. But many of these loans turned out to be `bad loans' in a 
credit risk sense. 
3Profit Sharing Investment Accounts 
4Vice President 
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and the Challenges of Derivatives in the Middle East'. . The conference highlighted how essential 
it is for Islamic institutions and their counterparts (conventional banks) to exchange ideas and to 
cooperate in the development of new instruments and services, provided that they are consistent 
with the Islamic Shari 'a. 
Customers of Islamic banks, alike, are generally of two groups. The first group consists of true 
believers that have a strong commitment to Islam, which prohibits taking or giving interest on 
loans (riba) regardless of the purpose for which the loan has been made and even regardless of 
the interest rate charged. The second group comprises those who choose to deal with Islamic 
banks because of their fair and flexible financing instruments offered. "It is a much fairer 
method of dealing with customers. You aren't just making money out of money for its own 
sake. There is something there which is for the good of the community" (Accountancy, July 
1992, p. 47). AI-Qurad Al-Hassan (benevolence loan), for example, is made available for 
customers who face difficulties and unexpected expenses. They have to repay the principal only 
(without payment of interest or charges) over a certain period of time. 
And above all, Islamic banks are engaged in asset-based transactions rather than purely financial 
transactions in order to avoid riba. Allah says: "Those who devour usury will not stand except 
as one whom Satan has prostrated by his touch will stand. This is because they say, "Trading is 
like usury. " But GOD has allowed trading and forbidden usury. So whoever takes the 
admonition from his Lord and desists, he shall have his gains and his matter for GOD, but 
whoever reverts, those are the inhabitants of the Fire, to dwell there forever" (Quran, Surah 2, Al 
Baqara, verse 275). 
3.3 Major Financing Instruments Used by Islamic Bankss 
The major financing instruments used by Islamic banks are Murabaha, Salam, Istisna'a, Ijarah 
and Ijarah Muntahia Bittamleek, Musharaka, and Mudaraba. 
Murabaha, Salam, and Istisna'a are all forms of asset financing based on a sale-purchase 
transaction. Salam and Istisna'a are forms of working capital finance, while Murabaha is 
normally a credit sale. The return to the financier (profit margin) is predetermined in advance. 
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Ijarah and Ijarah Muntahia Bittamleek are forms of leasing. Musharaka and Mudaraba are forms 
of profit sharing finance. 
What follows is a description of these financing instruments. 
1. Murabaha 
This is a form of sales contract, normally on deferred payment terms, with an agreed profit mark 
up on the cost. Murabaha sale is of two types. In the first type, the Islamic bank purchases the 
good and makes it available for sale without any prior promise from a customer to purchase it 
(the normal Murabaha). In the second type, the Islamic bank purchases the good ordered by a 
customer from a third party and then resells the good to the same customer (Murabaha to the 
purchase orderer). In the latter case, the Islamic bank purchases the good only after a customer 
has made a promise to purchase it from the bank. 
There are two reasons for conducting Murabaha and Murabaha to the purchase orderer. The first 
reason is to benefit from the experience of the purchaser/reseller. One of the contracting parties 
(the purchase orderer) asks the otherparty (the purchaser) to purchase an asset, and the former 
promises the latter to purchase the asset from him and to give him a profit thereon, depending for 
that on the experience of the purchaser. The second reason is to seek credit. The purchase 
orderer asks the purchaser to purchase the asset and promises to purchase it from him giving him 
a profit thereon, on the understanding that the purchaser will sell the asset to the purchase orderer 
on full or partial credit terms. Credit is the motive of most, if not all, of those dealings with 
Islamic banks on the basis of Murabaha to the purchase orderer. 
The Murabaha and Murabaha to the purchase orderer are considered to be among the financial 
instruments mostly widely used by Islamic banks (AAOIFI, 1999). The percentage of the use of 
this instrument differs from one Islamic bank to another. In some banks this percentage is no 
less than 92% of the total financing transactions performed by the Islamic bank, while in other 
Islamic banks the percentage reaches 43% 
The Murabaha conditions include the following: 
1- The Islamic bank should make the cost or the capital outlay known to the client, 
5Section 3.3 draws from: AAOIFI (1999), Archer & Karim (1997), and Archer et al (1998) 
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2- The first contract should be valid, 
3- The contract should be free of usury, 
4- The Islamic bank should disclose any fault which occurs after the purchase and should 
disclose all what is related to the fault, 
5- The Islamic bank should disclose the terms applicable to the purchase price, for example if 
the purchase was on credit, and 
6- If any of the conditions above is not met, the purchaser shall have the option to: 
a) proceed with the sale as it is; 
b) have recourse to the seller for the discrepancy; or 
c) cancel the contract. 
2. Salam 
Salam can be defined as a purchase of a commodity for deferred delivery in exchange for 
immediate payment according to specified conditions, or sale of a commodity for deferred 
delivery in exchange for immediate payment. 
Salam is normally used to finance agricultural or horticultural production (crop pre-financing). 
The bank pays the farmer the value of the crops in advance, at a predetermined price, and 
receives the crops later at harvest time. 
3. Istisna'a 
Istisna'a is a sale contract between al-mustasni' (the ultimate purchaser) and al-sani' (seller) 
whereby al-sani' - based on an order from al-mustasni' - undertakes to manufacture or acquire 
al-masnoo' (subject matter of the contract) according to specification and sell it to al-mustasni' 
for an agreed upon price and method of settlement whether that will be at the time of contracting, 
by instalments or deferred to a specific future time. It is a condition of the Istisna'a contract that 
al-sans' should provide either the raw material or the labour (or both). 
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4. Ijarah and Ijarah Muntahia Bittamleek 
Ijarah is the transfer of the rights to the services of an asset for an agreed upon consideration. 
According tofuqaha, it has three major elements: 
" The wording: this includes offer and acceptance. 
" Contracting parties: this includes a lessor, the owner of the asset, and a lessee, the party 
that benefits from the use of the asset. 
" Subject matters of the contract: this includes the consideration (rent) and the benefit from 
the use of the asset. 
Ijarah Muntahia Bittamleek is an Ijarah contract that ends up with the transfer of ownership of 
the leased asset to the lessee. Ijarah Muntahia Bittamleek may take one of the following forms: 
a) Ijarah Muntahia Bittamleek that transfers the ownership of the leased asset to the lessee-if the 
lessee so desires-for a price represented by the rental payments made by the lessee over the 
lease term. At the end of the lease term and after the last instalment is paid, legal title of the 
leased asset passes automatically to the lessee on the basis of a new contract. 
b) Ijarah Muntahia Bittamleek that gives the lessee the right of ownership of the leased asset at 
the end of the lease term on the basis of a new contract for a specified price, which may be a 
token price. 
c) Ijarah agreements that gives the lessee one of three options that he may exercise at the end of 
the lease term: 
" Purchasing the leased asset for a price that is determined based on rental payments made 
by the lessee, 
" Renewal of Ijarah for another term, or 
" Returning the leased asset to the lessor (owner). 
5. Musharaka 
Musharaka is a form of partnership between the Islamic bank and its client, whereby each party 
contributes to the capital of the partnership in equal or varying degrees to establish a new project 
or share in an existing one, and whereby each of the parties becomes an owner of the capital on a 
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constant or declining basis and shall have his due share of profits. However, losses are shared in 
proportion to the contributed capital6. It is not permissible to stipulate otherwise. 
There are two types of Musharaka: constant Musharaka and diminishing Musharaka. Constant 
Musharaka is a type of Musharaka in which the partners' shares in the capital remain constant 
throughout the period as specified in the contract. Diminishing Musharaka is the second type of 
Musharaka in which the Islamic bank agrees to transfer gradually to the partner, the Islamic 
bank's share in the Musharaka, so that the bank's share declines and the other partner's share 
increases until the latter becomes the sole proprietor of the venture. 
The elements of Musharaka are: 
1- Wording (offer and acceptance): there is no specified form of Musharaka contract. It may be 
formed by an utterance expressing the purpose. Contracting is considered to be valid if made 
verbally or in writing. The Musharaka contract is notarized in writing and witnessed. 
2- Contracting parties (the two contracting parties): it is a requirement that the partner should be 
competent to give or be given power of attorney. 
3- The subject matter of the agreement (funding and work): 
a) Funding: 
Capital contributed shall be in cash, gold, silver, or their equivalent in value. 
0 Capital may consist of trading assets such as goods, property and equipment. It 
may also be in the form of intangible rights such as liens, patents, and suchlike. 
b) Work: 
Participation of partners in the work of a Musharaka is a basic rule and it is not 
permissible for one of the partners to stipulate the non-participation of the other partner. 
However, equality of work is not a requirement. It is permissible that one of the partners 
provides more work than the other, and in that case he may require an additional share of 
profit of himself. 
6 he contributed capital should be adjusted to take into account the transfer of ownership in case of diminishing 
Musharaka. 
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6. Mudaraba 
The original form of the Mudaraba contract is very similar to that of the commenda contract in 
general use by Italian and other merchants in the late middle ages and early modern period 
(Archer et al, 1998). Mudaraba is a partnership in profit between capital and work. It may be 
conducted between investment account holders as rab al mal (providers of funds) and the 
Islamic banks as mudarib (entrepreneur). The Islamic bank announces its willingness to accept 
the funds of the investment account holders, the sharing of profits being as agreed between the 
two parties, and the losses being borne by the provider of funds except if they (the losses) were 
due to misconduct, negligence or violation of the conditions agreed upon by the Islamic bank. In 
the latter case, such losses would be borne by the Islamic bank. A Mudaraba contract may also 
be concluded between the Islamic bank as a provider of funds on behalf of itself or on behalf of 
investment account holders, and business owners and other craftsmen including farmers and 
traders. 
The Mudaraba contract is neither a financial liability nor a conventional equity instrument. 
Unlike normal equity instruments, Islamic investment accounts are redeemable at maturity or at 
the initiative of their holders, but usually not without the prior consent of the bank. Islamic 
banks can refuse to pay investment account holders until the results of the investments financed 
by the account holder's funds are determined. On the other hand, it is unlike debt instruments 
since investment accounts are not a liability of the bank because they share in the profits 
generated from their funds, and also bear their share of any losses incurred. Investment accounts 
may therefore be considered to be a form of limited-term, redeemable equity instrument. 
There are two different types of Mudaraba: restricted investment accounts and unrestricted 
investment accounts. With the restricted investment accounts, the investment account holder 
imposes certain restrictions as to where, how and for what purpose his funds are to be invested. 
Furthermore, the Islamic bank may be restricted from commingling its own funds with the 
restricted investment account funds for purposes of investment. In addition, there may be other 
restrictions which investment account holders may impose. For example, investment account 
holders may require the Islamic bank not to invest their funds in installment sales transactions or 
without guarantor or collateral or require that the Islamic bank itself should carry out the 
investment itself rather than through a third party. With the unrestricted investment accounts, 
the investment account holder authorizes the Islamic bank to invest the account holder's funds in 
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a manner which the Islamic bank deems appropriate without laying down any restrictions as to 
where, how and for what purpose the funds should be invested. Under this arrangement, the 
Islamic bank can commingle the investment account holder's funds with its own funds or with 
other funds the Islamic bank has the right to use (e. g. current accounts). The investment account 
holders and the Islamic bank generally participate in the returns on the investment funds. 
The terms and elements of Mudaraba are: 
1- Two contracting parties: rab al-mal and the mudarib 
2- Wording (offer and acceptance): both contracting parties express their willingness to 
conclude the contract 
3- Capital: this is the amount of money given by rab al-mal to the mudarib with the purpose of 
investing it in the Mudaraba activity. 
4- Profit: it is the amount earned in excess of the capital. It is the end objective of the 
Mudaraba. 
5- Work: it represents the contribution provided by the mudarib in return for the capital 
provided by the rab al-mal. 
3.4 The Shari'a Supervisory Board 
As noted above, Islamic bank's transactions should be conducted in accordance with the Shari 'a 
rules and principles. This means that the management of Islamic banks would need to assure the 
shareholders, investors, customers and the public that they have actually adhered to Islamic 
Shari 'a and that their business transactions have been conducted in a totally-pure way7. To meet 
such a need, Islamic banks have developed a control process in the form of in-house religious 
advisers, commonly called Shari 'a Supervisory Board. "The primary objective of the Shari 'a 
Supervisory Board ... 
is mainly to give credibility to the operations of Islamic banks by 
authenticating their legitimacy from the Shari 'a point-of-view" (Mudawi, 1984, quoted in 
Gambling et al, 1993, p. 198). So, the SSB is the means through which Muslim customers [and 
shareholders] obtain assurance that their moral expectations are being fulfilled by Islamic banks 
(Gambling et al, 1993). 
7Totally-pure way means that the Islamic bank has obeyed and satisfied Allah in its financial and non-financial 
dealings and any profit from haram (unlawful) transactions is properly disclosed and donated to charity. 
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According to Governance Standard # Is (AAOIFI, 1999), the members of the SSB are to be 
appointed by the shareholders in their annual general meeting upon the recommendation of the 
board of directors, taking into consideration the local legislation and regulations. Shareholders 
may authorize the board of directors to fix the remuneration of the SSB. 
Governance Standard #1 defines the SSB as an independent body of specialized jurists infiqh 
almua'malat (Islamic commercial jurisprudence). However, the SSB may include a member 
other than those specialized in fiqh al-mau'malat, but who should be an expert in the field of 
Islamic financial institutions and with knowledge offiqh al-mau'malat. The SSB shall consist of 
at least three members. The SSB may seek the service of consultants who have expertise in 
business, economics, law, accounting and/or others. The SSB is entrusted with the duty of 
directing, reviewing and supervising the activities of the Islamic financial institution in order to 
ensure that they are in compliance with the Shari 'a Rules and Principles. The fatwas9, and 
rulings of the Shari 'a supervisory board shall be binding on the Islamic financial institution. 
The Islamic credentials of the members of the SSB must be impeccable. The SSB specifies the 
precepts which must be followed by the bank in all its financial transactions (Karim, 1990a). 
Briston and El-Ashaker (1986) state that the functions of the SSB could be divided into three 
main categories: to provide advice (ex ante auditing), to check the actual religious performance 
(ex post auditing), and to report on the management of the Zakah fund. Provision of advice (in 
the form of fatwas) represents the role of the SSB in advising the board of directors and the 
managing directors on the bank's operations, contracts, and procedures to ensure that all are in 
conformity with the Islamic Shari 'a. Monitoring performance is the process of checking that the 
executive management has complied with the principles of the Islamic Shari 'a and the SSB's 
fatwas. The audit of the Zakah fund is the responsibility of the SSB to ensure that the Zakah on 
the net assets of the Islamic banks is properly calculated and administered. 
Gambling et al (1993) note that the SSB performs all or part of the following duties: 
1- Set the Shari 'a rules for the conduct of banking business. These would cover the drafting of 
the contracts governing the relationship between the bank and its customers. 
BGovemance Standard No. 1: Shari 'a Supervisory Board: Appointment, Composition, and Report. 
9A religious opinion on a juristic matter expressed by a single jurist or a panel of jurists. 
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2- Examine all or part of the bank's transactions, to ascertain whether there have been breaches 
of the Shari 'a rules. 
3- Issue a statement, which is included in the annual report of the bank, stating whether or not 
the bank has conducted its business in compliance with the Shari 'a. 
Karim (1994) classifies the functions and duties of the SSB into the following: 
1- Designing and improving the bank's contracts for its basic activities. 
2- Participating with the external auditors and the management of the bank in setting the bank's 
accounting policies on issues which are not covered by the accounting standards enforced in 
the country in which the Islamic bank operates or those whose treatment violates the Shari 'a. 
3- Vetting the doctrinal suitability of the bank's business transactions. 
4- Issuing a report at the end of the financial year to assure consumers of the bank's services 
that it had access to all documents and records that it deemed necessary in carrying out duties 
and that the bank's financial dealings are in compliance with Shari 'a. 
Furthermore, the SSB has the right to access any information inside the bank that they consider 
relevant to their work (Gambling et al, 1993). Mudawi (1984) claims that: "bank's management 
has a duty to see that issues arising from economic and financial transactions in our present 
economic order [should] (be) clearly exposed to the Shari 'a Supervisory Board, to be aware of 
any conflict with the Islamic spirit" (quoted in Gambling et al, 1993, p. 198). However, there 
was an instance in which the SSB members of one of the Islamic bank's "objected to the bank's 
initial treatment of recognizing all the profit when the contract is concluded between the bank 
and the client (up-front income recognition). However, despite the SSB's objection, the bank 
continued using the up-front recognition of profit approach. Therefore, it can be argued that [in 
some Islamic banks] the fatwas issued by the SSB are not treated as binding by the bank. 
Indeed, it is worth noting that [in some Islamic banks] the bank's Articles of Association state 
that the SSB will play a `consultative' role in such matters" (Al-Sadah, 1999, p. 107). However, 
this seems to the exception rather than the rule. 
The functions and duties of the SSB (mentioned above) have no true equivalent in the West. 
While some may compare SSB auditors to Western non-executive directors or to an investment 
committee of a US mutual fund, SSB auditors have more powers and rights. In most cases, the 
SSB's formal authority is at least equal to that of the external auditors (Karim, 1990a). For 
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example, in the incorporation of the Faisal Islamic Bank of Egypt, the statutes of the bank 
specify that the SSB: "Shall follow in its business and relations with the management of the bank 
and its various components the same means and shall exercise the same competence accorded to 
the auditors under these statutes" (quoted in Karim, 1990a, p. 35). 
3.5 Summary 
The phenomenon of Islamic banking became institutionalized and evolved into a formal banking 
industry in the early 1970's. This is because of the revival of the Islamic faith in almost all 
Muslim countries in which they made the efforts to extend the requirements of the Shari 'a to all 
business activity. Moreover, the economic independence from Western colonial powers because 
of the discovery of oil in the Gulf and the Arab states led to a reassertion of the Islamic identity 
of the Arab peoples. The oil revenues have brought substantial funds which have been used for 
the development of Islamic banks. 
Islamic banks are governed by the Islamic precepts. They trade in asset-based transactions rather 
than purely financial ones in order to avoid riba. Their major financing instruments are 
Murabaha, Salam, Istisna'a, Ijarah and Ijarah Muntahia Bittamleek, Musharaka, and Mudaraba. 
Shareholders, investors, and customers of Islamic banks expect to be assured that these banks 
have actually adhered to Shari 'a. To meet such a need, Islamic banks have developed a control 
process in the form of in-house religious advisors commonly called the Shari 'a Supervisory 
Board. The functions and duties of the SSB have no true equivalent in the West, but in most 
cases the SSB's formal authority is equal to those of the external auditors. Auditing of Islamic 
banks is conducted by the SSB and the external auditors. Chapter 4 addresses this issue. 
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"0 ye who believe! Fear Allah, and (always) say a word directed to the right. " (Quran: 33,70) 
Chapter 4. 
Auditing of Islamic Banks 
4.1 Introduction 
The previous chapter highlighted the fact that Islamic banks are governed by Islamic precepts. 
Chapter 3 also stressed that the SSB is the organ of governance developed by Islamic banks in 
order to assure their stakeholders that they have adhered to Shari 'a Rules and Principles in their 
operations. The SSB sanctions the operations of Islamic banks from the Shari 'a point of view. 
The SSB gives credibility to Islamic banks by expressing an opinion, in their report, about the 
adherence of these banks to the Shari 'a. The SSB, therefore, performs a special type of audit, 
which is referred to as religious audit. Islamic banks are also subject to external audit. 
This chapter examines the auditing of Islamic banks. It is structured as follows. Section 2 
provides background information about the demand for auditing practice within the context of a 
market economy. Section 3 focuses on the demand for auditing practice within the context of 
Islamic banks. Section 4 discusses the interaction between the SSB and the external auditors. 
Section 5 investigates the role of AAOIFI in laying down guidelines for the audit process of 
Islamic banks. And section 6 is a summary. 
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4.2 The Demand for Auditing Practice' 
Accounting has a close relationship with the social and economic values of a society. Present- 
day accounting has evolved over centuries, along with the development of capitalist society. 
Since ancient times, people have been recording the events of business in a manner and style 
appropriate to their social and cultural needs. But most of this record-keeping has been 
rudimentary and limited in scope (Khan, 1994). 
With the advent of the Industrial Revolution, the size of businesses and industry increased. 
Large-scale business gave birth to new forms of business organizations. The most significant 
change was the idea of joint stock companies incorporated as legal entities with limited liability. 
Similarly, debt capital emerged as a major mode of finance for large-scale business. New forms 
of ownership and control came into being. The owners of a business became separated from the 
day-to-day management of the business. Professional managers started managing and 
controlling large-scale business corporations. The interest of shareholders became largely 
restricted to dividends and capital growth. The long-term objectives of business became survival 
and continuity (Khan, 1994). 
Jensen and Meckling (1976)2 saw the relationship between managers and shareholders as an 
agency relationship in which the manager is viewed as the agent and the shareholder as the 
principal. Jensen and Meckling (1976, p. 308) define an agency relationship as "a contract 
under which one or more persons (principals) engage another person (the agent) to perform some 
service on their behalf which involves delegating some decision-making authority to the agent". 
With respect to the manager/shareholder relationship, accounting fulfills a role in contracts and 
monitoring of contracts. The principals cannot observe the activities of the agent. Also, the 
principals are left with inadequate information about the agent's activities. Therefore, 
accounting and financial reporting are means in which the principal could get adequate 
information about the activities of the agents and to detect the activities which are not in the 
principals' interest. 
'Section 4.2 draws from Watts and Zimmerman (1986). 
2Quoted in Watts and Zimmerman (1986). 
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Accounting reports are demanded to monitor that relationship (the agency relationship). The 
monitoring role of accounting is popular among accounting historians as an explanation for the 
existence of accounting. Yamey3 (1962, p. 15) writes: 
The origins of accounting and indeed of written records are probably to be found in the need of an "accounting" 
officer to render a statement of money and other assets received in his charge on behalf of his employer or disbursed 
on his behalf. There was a need for a check on the honesty and reliability of subordinates. 
Accounting numbers are frequently used in contracts. These contracts often include restrictions 
on parties' (especially management) actions conditional on certain accounting numbers. Hence, 
there is a demand for the calculation and reporting of those numbers (i. e., a demand for 
accounting). 
Auditing also plays a role in contract monitoring. The auditor checks that the numbers used in 
contractual provisions have been calculated using accepted procedures and whether the 
contractual provisions have been breached. 
The auditor's monitoring is not valuable to the parties (or potential parties) to the firm unless 
those parties consider the probability that the auditor will report a contract breach is nonzero*. 
The probability the auditor reports a breach depends on: 
1- The probability that the auditor discovers a given breach. 
2- The probability that the auditor reports the discovered breach. 
Therefore, to create a demand for audit services, auditors have to convince the market that there 
is a nonzero probability* the auditor will discover a breach and there is a nonzero probability' 
that the auditor will report a discovered breach. In other words, the contract monitoring role of 
the auditor has the potential to explain the demand for auditing practice. Management has 
control over the financial reporting process. Hence, accounting per se does not resolve the 
problem of asymmetric information. 
3Quoted in Watts and Zimmerman (1986). 
Significantly greater than zero. 
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In short, the demand for auditing stems from the fact that the effective use of accounting in 
contracts requires monitoring. Auditing is one of the ways in which these contracts are 
monitored. 
4.3 The Demand for Auditing within the context of Islamic Banks 
From an economic point of view, the demand for auditing within the context of Islamic banks 
stems from the relevance of agency theory to Islamic banks. Agency theory is relevant to the 
situation of an Islamic bank in two ways. 
On the "liabilities" side, the Mudaraba contract manifests an agency relationship between the 
mudarib (as an agent) and rab al-mal (as a principal). Management of Islamic banks act as an 
agent for two categories of principals: the shareholders and investment account holders. The 
current accounting policies and financial reporting process of the Mudaraba contract followed by 
Islamic banks leave the management (the agent) with discretion in certain matters. For example, 
there are two methods of profit allocation (the pooling and the separation method). However, the 
shareholders and investment account holders are left with inadequate information, if not with no 
information at all, about the policies and procedures followed. For example, they are not aware 
of the accounting calculations made to determine the return payable to them. In accounting 
terminology, this is known as `lack of transparency'. Within the agency theory literature, it is 
the problem of information asymmetry whereby the principal cannot observe the actions of the 
agent, while the latter is well-versed about the performance of the organization and its prospects 
(Archer et al, 1998). 
A second way in which the agency theory is relevant to an Islamic bank is on the "assets" side. 
On the "assets" side they may themselves invest funds on a profit-sharing basis, for example, by 
providing venture capital by means of Musharaka contract. Here, the bank faces the problem 
that its investee may fail to report its profit correctly, so that the bank is deprived of its rightful 
share. It is the agency problem of asymmetric information and opportunistic behaviour (Archer 
and Karim, 1997). 
Archer and Karim (1997) have stressed the fact that accounting and financial reporting are 
means whereby the principal may be able to mitigate the information asymmetry by monitoring 
the activities of the agent, so as to detect activities which are not in the principal's interest. 
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However, insofar as the accounting and financial reporting systems are themselves controlled by 
the agent, this reduces their [principals'] monitoring capabilities. Accounting standards, together 
with auditing, are ways in which the agent's control over these systems may be curtailed, and the 
principals' monitoring capabilities reinforced. 
There is a potential role for accounting standards within the context of Islamic banks. 
Accounting standards are concerned with the amount of information disclosed and the formats 
used to do so (disclosure standards), and also with the accounting methods used to calculate the 
amounts disclosed (measurement standards) (Archer and Abid, 2000). 
Therefore, Islamic banks may have an incentive to collaborate in the development and 
promulgation of accounting standards since they are an efficient method of reducing the problem 
of information asymmetry. The non-observability of the accounting calculations becomes much 
less of a problem if the accounting standards are being followed by the agent (management) and 
their correct application is being monitored by external auditors (Archer and Abid, 2000). 
Therefore, the use of accounting, financial reporting and external auditing procedures could help 
in mitigating the problem of asymmetric information (Archer and Karim, 1997). 
Islamic banks are audited by external auditors, like other similar business organizations. In some 
Islamic banks, the SSB conducts ex post Shari 'a review. The next section examines auditing of 
Islamic banks in terms of the interaction between the SSB and the external auditors. 
4.4 The Shari'a Supervisory Board and the External Auditors 
"Islamic banks are subject to the (invariably secular) banking law of the countries in which they 
operate. They are required to appoint external auditors, who are often one of the larger 
international accounting firms. It is a moot point whether such auditors could fairly [be] 
described as "secular auditors", since the staff who carry out the work, and the partners who 
sign-off the audit reports are likely to be Muslims, and so subject to the requirements of the 
Shari'a in all that they do. On the other hand, the audit reports will almost refer to general 
auditing and accounting standards whose nature is entirely secular" (Gambling and Karim, 
undated, p. 16). 
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Karim (1990a, p. 35) argues that: "Ideally, both SSB and external auditors should be from one 
organizational body since Islam does not recognize any separation between business and 
religion. Thus those who conduct the financial audit [external audit] for Islamic banks (or any 
Islamic enterprise) should be familiar with the various religious rulings which have a bearing on 
the financial matters of the bank ... At present, 
however, the religious audit [SSB audit] and the 
financial audit are conducted separately". 
Banaga et al (1994) claim that there are different models of SSB and external auditors with 
regard to Shari 'a compliance among Islamic banks. The following are different models of SSB 
as described by Banaga et al (1994). 
The SSB in Faisal Islamic Bank-Sudan verifies all the transactions of the bank to find out 
whether they comply with the Shari 'a precepts or not. The SSB also mentions, in its report 
which is addressed to both the Board of Directors and the annual general meeting, the violations 
committed by the Islamic bank. In 1990, the SSB of Faisal Islamic Bank-Sudan qualified its 
report. Also, there was a case in which the SSB forfeited the profits realized from one of the 
transactions which were found to be in breach of the Shari 'a. 
Unlike the SSB of Faisal Islamic Bank-Sudan, the SSB in City Islamic Bank does not perform 
full monitoring of Sharia violations. Rather, it only does partial monitoring. In addition, if any 
breaches are discovered they are not necessarily mentioned in the annual report. 
The SSB in Tadamon Islamic Bank is not responsible for the monitoring of Shari 'a violations. 
Indeed, the SSB is not required by the Articles of Association of the bank to perform such 
monitoring. In fact, the SSB does not believe that they are qualified to monitor the Shari 'a 
violations. 
Banaga et a! (1994) further argue that there are at least three alternative models of external 
auditors of Islamic banks. These models were called Halim's model, Banaga's model, and 
Khan's model. 
According to Halim's model, external auditors do not attempt in their audit to find out if there is 
any Shari 'a violation or not. Rather, their approach is similar to that of the traditional Western 
external auditor who believes that his role should be confined to what is specified in the 
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"generally accepted auditing standards". This suggests that their audit procedures and 
programmes were not changed to cater for the religious aspect of Islamic banks. Hence, in 
Halim's model, external auditors do not see their firm as legally responsible to audit Shari 'a 
compliance by the bank. Rather, the external auditors believe that the latter is the sole 
responsibility of the SSB and that the latter should report it. 
Banaga's model is wider than and different from that of Halim because it does attempt to 
discover whether the bank has violated the Shari 'a principles in certain financial transactions. 
However, only a partial monitoring ofShari'a compliance is undertaken. Furthermore, the audit 
firm does not make reference in the annual audit report to the shareholders as it whether or not it 
has checked the bank's compliance with the Shari 'a precepts. Rather, the firm submits a 
management letter to the Board of Directors, which includes all the Shari 'a violations 
discovered. 
Khan's model is the extreme opposite of Halim's model and is much wider than Banaga's 
model. According to Khan's model, the external auditor should audit both the financial and 
social aspects of Islamic organizations. Khan's model reflects the spirit of Islam. Khan's model 
does not recognize any separation between religion and business. 
Al-Sadah (1999, p. 93) discusses the role of the SSB and external auditors in one of the Islamic 
banks in Bahrain. With regard to the role of the SSB, Al-Sadah explains that the bank's Articles 
of Association states that " the Shari 'a Supervisory Board shall have general responsibility to 
ensure that the company's investments and activities (and those of its subsidiaries or controlled 
affiliates) are in accordance with Islamic principles. " The members of the SSB consist of four 
Shari 'a scholars (including a chairman). According to the Articles of Association, the board of 
directors is responsible for appointing the members of the SSB. The bank states that the SSB is 
independent of the management. In order to ensure that the bank has adopted its [fatwas] and 
instructions, the SSB appoints one of its members to review the operations and documents of the 
bank. The appointed member is required to present a report to the SSB on his review. The 
report is [then] discussed among the committee members before it is submitted to the 
management of the bank for their response and before the SSB publishes [their] report". 
With regard to the role of the external auditors, Al-Sadah (1999, p. 94) states that "the audit 
procedures that they apply to [the Islamic banks] are the same procedures as those applied to 
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conventional banks ... 
[T]hey carry out a full audit 'of the assets and liabilities of the bank, while, 
with regard to funds under management (which are treated as an off- balance sheet item), they 
perform a review rather than a full audit. This suggests that, although a review may bring 
significant matters affecting the accounts to the auditor's attention, it does not ensure that the 
auditors are aware of all the significant matters that would be disclosed in a full audit. This is 
because the scope of conducting a review is substantially less than an audit. Therefore, the 
auditors' review report gives less assurance than that of an audit opinion ... 
[T]he additional 
work [undertaken by the auditors of Islamic banks is] that in some cases they may require the 
management of the bank to obtain the SSB's approval for certain transactions. " 
At the end of the financial year, the SSB4 and the external auditors issue two separate reports. 
The members of the SSB prepare a special audit report which is published in the annual report of 
the Islamic bank. In their report, The SSB members indicate that they have examined and 
reviewed the activities and projects of the Islamic bank5. Also, they state whether the Islamic 
bank's projects and investment activities were in accordance with Islamic Shari a. See Fig. 4.1 
In the name of Allah, the Beneficent, the Merciful 
The activities and projects of XXX, for the period from x to arc have been duly examined and reviewed. 
The Religious Board is satisfied that the investment activities or projects handled by the bank meet the requirements 
of the Islamic Shari'a and were in accordance with its provisions. 
The Religious Supervisory Board would like to take this opportunity to thank the management of the bank for their 
compliance with the Islamic Shari'a and care taken in its application. 
We also would like to congratulate the shareholders on this achievement and wish the bank all prosperity and 
success. 
Allah is the grantor of success. 
CHAIRMAN OF TILE RELIGIOUS BOARD 
Fig. 4.1 Example of SSts's Report (betore the issuance of Governance Standard # 1) 
In their report, the external auditors express their opinion on the financial statements of the 
Islamic bank, i. e., whether the financial statements present fairly, in all material respects, the 
4 he functions and duties of the SSB were discussed in chapter 3 (section 3.4) 
5To indicate in the SSB's report that they [SSB] have examined and reviewed the activities and projects of Islamic 
banks, it depends on whether or not the SSB conduct ex post auditing Some of the SSBs, as reported by Banaga et 
al (1994) do not do this. 
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financial position of the bank, the results of its operations and the bank's cash flow. They 
indicate whether the bank has maintained proper books of account and whether the financial 
statements and the information contained in the Directors' report are in agreement. They also 
indicate whether the financial statements of the bank have complied with International 
Accounting Standards and may also refer to the compliance with the relevant national rules and 
regulations (reference to International Accounting Standards and relevant national rules and 
regulations is required in some jurisdictions such as Bahrain). See Fig. 4.2 
TO THE SHAREHOLDERS OF 
xxx 
We have audited the financial statements of XXX as set out on page roc to xx. These financial statements are the 
responsibility of the Bank's management. Our responsibility is to express an opinion on these financial statements 
based on our audit. 
We conducted our audit in accordance with International Standards on Auditing. Those standards require that we 
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material 
misstatements. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used and significant estimates made 
by management, as well as evaluating the overall financial statement presentation. We believe that our audit 
provides a reasonable basis for our opinion. 
In our opinion: 
1- The financial statements present fairly, in all material respects, the financial position of the Bank as of xxx and 
the results of its operations and the Bank's cash flow for the year then ended in accordance with International 
Accounting Standards; 
2- The Bank has maintained proper books of accounts and financial statements and the information contained in 
the Directors' Report are in agreement therewith; 
3- The Bank, on the basis of the information and explanations given to us, has complied, in all material respects, 
with the relevant provisions of the Bahrain Commercial Companies Law 1975, as amended, and its 
Memorandum and Articles of Association during the year ended xxx. 
In addition, in accordance with the requirements of the Bahrain Commercial Law 1975, as amended, we report that 
we have obtained all the information and explanations we considered necessary for the purpose of our audit. 
International Accounting and Auditing Firm 
Fig. 4.2 Example of External Auditors' Report (before the issuance of ASIFI #2 
6Auditing Standard for Islamic Financial Institutions No. 2: The Auditor's Report 
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K. Janahi7 and E. Hassang provided the following explanation about the interaction between the 
external auditors and the SSB in Islamic banks in Bahrain: 
Religious auditors [SSB] have to review the nature of the transactions and ensure their compliance [with] the 
Islamic Shari'a. Based on that, religious auditors set certain procedures to be followed while executing the 
transactions. Financial auditors [external auditors] check the accuracy of the transactions, look for the proper 
authorization and documentation, ensure that the procedures prescribed by the religious auditors [SSB] were 
followed, and review the minutes of the meetings. Occasionally, they [external auditors and SSB] might meet with 
each other (quoted in Bucheery, 1996, p. 5) 
The above discussion implies that there is a limited interaction between the SSB and the external 
auditors. The SSB has to ensure that the bank has adhered to Shari 'a rules and principles, while 
the external auditors ensure that the financial statements have complied with International 
Accounting Standards and the relevant national rules and regulations (in some jurisdictions such 
as Bahrain). The SSB might, also, participate with the external auditors and the management of 
the bank in setting the bank's accounting policies on issues which are not covered by the 
accounting standards enforced in the country in which the Islamic bank operates or if the latter 
violate the Shari 'a (as previously referred to in chapter 3). 
The involvement of the SSB in setting the bank's accounting policies and vetting the suitability 
of the bank's transactions is double-edged. On one hand, this involvement helps to establish the 
bank's credibility and increases the confidence of the users' of Islamic banks' financial 
statements. On the other hand, it has led to a diversity of accounting treatments for the same 
business transactions within Islamic banks. This is because of the differing SSB interpretations 
ofShari'a principles relating to the same transaction (Karim, 1994). 
The variety of accounting treatments is typified by the treatment of investment accounts, income 
recognition, allocation of expenses and overheads, and disclosure of social activities (Simpson, 
1995). Some Islamic banks include investment accounts on their balance sheet whilst others 
present them as funds under management, shown off balance sheet. Also, Islamic banks often 
adopt different policies for the recognition of income arising from investments in Islamic 
instruments (e. g. Murabaha). Certain banks are known to recognize such profit immediately at 
the inception of the transaction whilst profit is recognized by other banks when actually received 
7Ex-Partner of PriceWaterhouseCoopers (Bahrain) and currently one of the Senior Executives in Dar Al-Mal group 
headquarters in Geneva. 
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or amortized over the life of the instrument. Similarly, there is currently no consistent basis for 
the allocation of expenses and overheads to investment accounts. Certain Islamic banks deduct 
only direct investment related expenses from profits paid to customers, while others also 
apportion indirect overheads, such as depreciation and directors' remuneration to the returns 
accruing on investment accounts. Moreover, there is no consistent level of disclosure for the 
social activities undertaken by the Islamic banks (Simpson, 1995). 
One consequence of this is that Islamic banks have ended up with non-comparable financial 
statements (Karim, 1994 and Simpson, 1995). Apart from affecting the comparability of the 
financial statements of Islamic banks, there are other consequences (Simpson, 1995). Different 
methods of income recognition affect the allocation of profit between investors and shareholders. 
Also, the adoption of diverse bases for the allocation of expenses and overheads results in 
undesirable variations between Islamic banks in respect of the profit payable on investment 
accounts (Karim, 1994 and Simpson, 1995). 
Briefly, there is a lack of standardized accounting policies and procedures within the Islamic 
banking industry. As a response to this situation, AAOIFI was established in Bahrain in 1991. 
4.5 The Accounting and Auditing Organization for Islamic Financial 
Institutions (AAOIFI)9 
Since 1987 intensive efforts have been made and several studies have been prepared in order to 
provide a basis for appropriate accounting standards for Islamic banks. These studies have been 
placed in 5 volumes and deposited in the library of the Islamic Research and Training Institute of 
the Islamic Development Bank in Jeddah. These studies led to the establishment of the Financial 
Accounting Organization for Islamic Banks and Financial Institutions (FAOIBFI) in 1991 in the 
State of Bahrain, as an international autonomous non-profit making corporate body. The 
organizational structure was composed, at that time, of the supervisory committee, the financial 
accounting standards board, the executive committee, and the Shari 'a committee. After four 
years of work, the "recognition of the importance of auditing led the [FAOIBFI] to change its 
$Partner of Price WaterhouseCoopers (Bahrain). 
9Section 4.5 draws from AAOIFI 1999 
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name in 1995 to the Accounting and Auditing Organization for Islamic Financial Institutions 
[AAOIFI], so as to include a specific reference to auditing" (Archer and Karim, 1997, p. 100). 
The renaming of the organization has resulted in new organizational structure. The new 
structure comprises the general assembly, the board of trustees, the accounting and auditing 
standards board, the executive committee, the Shari 'a Board, and the general secretariat to be 
headed by the Secretary-General (AAOIFI, 1999). 
AAOIFI has been assigned the responsibility of achieving the following objectives in accordance 
with the tenets of Shari 'a: 
1- Developing accounting and auditing concepts relevant to the Islamic financial institutions, 
2- Spreading accounting and auditing concepts relevant to Islamic financial institutions and 
their applications through training, seminars, publication of a periodical newsletter, carrying 
out and commissioning of research and other means, 
3- Preparing, promoting, and interpreting accounting and auditing standards for Islamic 
financial institutions, and 
4- Reviewing and amending accounting and auditing standards for Islamic financial institutions. 
Karim (1990b) claims that the reasons beyond establishing AAOIFI to issue accounting 
standards for Islamic banks are: 
1- The fear that the (secular) regulatory agencies, in the countries in which Islamic banks 
operate, might intervene to regulate the financial reporting of these institutions10, and 
2- To achieve an appropriate degree of comparability between these banks' financial 
statements. 
AAOIFI started the process of producing Islamic accounting and auditing standards by 
developing a statement of the objectives and concepts of financial accounting for Islamic banks, 
in a way similar to that of its Western counterpart, FASB (Financial Accounting Standards 
Board) in the USA (Karim, 1994). It started with the objectives and the concepts set forth by 
international accounting standards setting bodies, tested them against Shari 'a principles and 
accordingly accepted those which are in agreement with Shari 'a and rejected those that are not. 
'°Archer and Karim (1997) referred to the first reason of issuing accounting standards for Islamic banks as: "a wish 
to avoid governmental regulation" and, of course, this was a reason for setting up AAOIFI in 1991. 
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It is worth noting that the organs of AAOIFI which collaborate in the process of producing 
Islamic accounting and auditing standards are (AAOIFI, 1999): 
1- The Accounting and Auditing Standards Board: members of this board represent various 
categories such as regulatory and supervisory bodies, Islamic financial institutions, Shari 'a 
supervisory boards, university professors, organizations and associations responsible for 
regulating the accounting profession and/or responsible for preparing accounting and 
auditing standards, certified accountants, and users of the financial statements of Islamic 
financial institutions. The powers of this board include: preparing, adopting, and interpreting 
accounting and auditing statements, standards and guidelines, preparing and approving code 
of ethics, and preparing, approving and promulgating the due process for the preparation of 
accounting and auditing standards as well as regulations and by-laws of the Standards Board. 
2- The Shari 'a Board: it has the power to review the standards which AAOIFI issues in 
accounting, auditing and code of ethics and related statements throughout the various stages 
of the due process, to ensure that these issues are in compliance with the rules and principles 
of Islamic Shari a. It also prepares and adopts Shari 'a standards. 
AAOIFI follows a due process which provides interested parties with the opportunity to express 
their opinion on the standards before they are finally approved by the accounting and auditing 
standards board and the Shari 'a board (Karim, 1994). "Each accounting and auditing standard 
undergoes a rigorous process of scrutiny and revision before it is first issued as an exposure 
draft. Each exposure draft is subject to extensive debate at a public hearing before being 
promulgated as a standard" (Moore, 1997, p. 99). 
4.5.1 The Position of AAOIFI 
Gambling et al (1993) describe AAOIFI as an organization which has been set up with a remit to 
produce a set of standards, but its remit does not extend to enforcing the implementation of the 
standards. AAOIFI is expected to work very closely with the secular regulatory agencies in the 
countries where the Islamic banks operate, in order to gain their support in encouraging Islamic 
banks under their supervision to implement AAOIFI's standards. Karim (1996, p. 132) further 
explains: "... so as long as AAOIFI's role as a private self-regulatory body is perceived within 
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the context of setting morally governed standards ... [this] might help AAOIFI ... to have its 
standards at least voluntarily implemented by Islamic banks". 
4.5.2 AAOIFI And Ethics 
"Those accustomed to the Western approach ... may find it difficult to appreciate that matters of 
income recognition and the valuation of assets and liabilities can be moral and hence essentially 
theological issues. Western-style accounting standards assume the existence of a common 
(utilitarian) ground for all economic decisions, expressed in terms of economic theory ... The 
fundamental morality of transactions is an issue which is never directly addressed in Western 
commercial accounting. One assumes that if trading is `for profit', the goods and services 
supplied to customers must be `of a merchantable quality', and also that the terms on which 
goods and services are purchased must be equally satisfactory. The notion would seem to have a 
common origin with antinomianism! A `hidden hand' actually prevents one falling into error, 
without requiring conformity with more specific rules of behaviour" (Gambling et al, 1993, p. 
200). 
AAOIFI has appreciated the differences between the objectives of financial accounting for 
Islamic banks and those of a similar but secular type of financial institutions (Karim, 1996). 
These differences are": 
1- Islamic banks must comply with the principles and rules of Shari 'a in all their financial and 
other dealings. 
2- The functions of Islamic banks are significantly different from those of traditional banks who 
have adopted the Western model of banking. 
3- The relationship between Islamic banks and the parties that deal with them differs from the 
relationship of those whose deal with traditional banks. Unlike traditional banks, Islamic 
banks do not use interest in their investment and financing transactions, whereas traditional 
banks borrow and lend money on the basis of interest. Islamic banks mobilize funds through 
investment accounts on the basis of Mudaraba (i. e. sharing of profit between the investor 
who provides the funds and the bank which provides the effort) and invest these funds on the 
basis of Mudaraba, profit and loss sharing mechanism, or deferred payments methods with 
the Shari 'a. 
"As per AAOIFI, 1999. 
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Archer and Karim (1997, p. 105) give further reasons why accounting standards developed for 
secular business organizations are of limited applicability to Islamic banks: 
These include, in particular, the religious-ethical aspect: conceptually, Western accounting standards are secular in 
nature and have a limited concern with the ethical perspective. The FASB's conceptual framework project, while 
placing emphasis on such normative properties of financial information as representational faithfulness and freedom 
from bias which have ethical connotations for professional accountants and auditors, did not succeed (and perhaps 
did not try) to provide a basis for accounting standards which reflected moral rights and obligations in the provision 
of financial accounting information ... According to Islam, on the other hand, rights and obligations in the provision 
of financial accounting information are matters to be governed by principles of religious duty, the Shari 'a, including 
the duty of trusteeship orAmana. 
Therefore, based on the ethically derived rules of contracts that govern the transactions of 
Islamic banks, and AAOIFI's objectives of financial accounting, it seems that AAOIFI's main 
focus is on how to develop accounting standards which help in determining "the rights and 
obligations of interested parties" within the boundaries of the Shari 'a. AAOIFI's Shari 'a 
Committee (now Shari 'a Board) is one of the possible means which are intended to `act as a 
mechanism of checks and balances' in order to ensure the rights and obligations of the interested 
parties have been best served (Karim, 1996). 
4.5.3 The Conceptual Framework of AAOIFI12 
AAOIFI must operate within a revealed ethical foundation to which it has to adhere in setting 
accounting standards if the latter are to be perceived as credible in the Islamic context. 
However, in addition to the Shari 'a framework AAOIFI has opted to develop a theoretical 
foundation for the financial accounting and reporting of Islamic banks which must not breach the 
revealed injunctions of Islam. 
The Shari 'a doctrines are general in nature and are meant to act as basic values and fundamental 
principles that provide guidance to Muslims in all aspects of their life at all times. The general 
nature of the Shari 'a means that it does not cover all the issues and details for which an 
accounting policy would be required (e. g. related party disclosures). This suggests that such 
issues can be treated by borrowing from contemporary accounting practices provided they do not 
involve a violation of Shari 'a injunctions. Perhaps it is for standards which need to be set for 
this type of issue that the objectives and concepts developed by AAOIFI could be appropriate. 
12Section (4.5.3) draws from Karim (1995) 
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In addition, given the lack of accounting details in Shari 'a injunctions, AAOIFI's objectives and 
concepts may be of help in the disclosure and presentation of information pertaining to the issues 
that have Shari 'a implications. 
The relationship between Shari 'a precepts and AAOIFI's theoretical foundation has parallels to 
the concept of `true and fair view13' in accounting. Like the Shari 'a doctrines which override 
accounting theoretical foundation for Islamic business organizations, the UK companies 
legislation and the EC Fourth Directive give the `true and fair view' concept overriding 
consideration relative to other criteria for choice of accounting method. 
The SSB in Islamic banks and AAOIFI's Shari 'a Board have a duty to pass judgment (which is 
usually adhered to) as to whether an accounting treatment and measurement method is in 
consonance with Shari 'a precepts. 
4.5.4 Islamic Accounting and Auditing Standards of AAOIFI 
One of the major objectives of AAOIFI is to prepare, promulgate and interpret accounting 
auditing, governance and ethical standards for Islamic financial institutions. AAOIFI (1999) has 
issued two statements of financial accounting objectives and concepts, 14 financial accounting 
standards, four auditing standards, three governance standards, and a code of ethics for 
accountants and auditors for Islamic banks and financial institutions as well as a statement on 
Capital Adequacy. Below, we would throw some light on the external auditors' report, and the 
SSB's report as required by the auditing standards of AAOIFI. 
1. Auditor's Report'4 
The auditor should review and assess the conclusions drawn from the audit evidence obtained as 
the basis for the expression of an opinion on the financial statements. This review and 
assessment involves considering whether the financial statements have been prepared in 
13The concept of `true and fair view' is discussed in chapters 5 and 6 
14As per Auditing Standard for Islamic Financial Institutions No. 2: The Auditor's Report 
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accordance with the accounting standards of AAOIFI and relevant national standards or 
practices. It will be necessary to consider whether the financial statements comply with statutory 
requirements. The auditor's report should contain a clear written expression of opinion on the 
financial statements taken as a whole. See Fig. 4.3 
AUDITOR'S REPORT 
(Appropriate addressee) 
We have audited the accompanying statement of financial position of the Example Islamic Financial Institution as of 
....... (end of 
financial period) and the related statements of income, and cash flows ( and the other financial 
statements specified in Financial Accounting Standard No. 1: General Presentation and Disclosure in the Financial 
Statements of Islamic Banks and Financial Institutions) for the financial period then ended. These financial 
statements and the Financial Institution's undertaking to operate in accordance with Islamic Shari'a are the 
responsibility of the Financial Institution's management, Our responsibility is to express an opinion on these 
financial statements based on our audit. 
We conducted our audit in accordance with the Auditing Standards for Islamic Financial Institutions (and refer to 
relevant national legislation, regulations and standards or practices). Those Standards require that we plan and 
perform the audit to obtain reasonable assurance about whether the financial statements are free of material 
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing the accounting principles used and significant estimates made 
by the management, as well as evaluating the overall financial statement presentation. We believe that our audit 
provides a reasonable basis for our opinion. 
In our opinion, the financial statements give a true and fair view of the financial position of the Example Islamic 
Financial Institution as of ............. (end of financial period) and of the results of its operations and its cash flows 
(and state also the opinion on the other financial statements) for the financial period then ended in accordance with 
the Shari'a Rules and Principles as determined by the Shari'a Board of the Financial Institution and the 
accounting standards of AAOIFI ... (and comply with... ) AUDITOR 
Date 
Address 
Fig. 4.3 Example of External Auditors' Report (as per ASIFI # 2) 
2. SSB's Reportes 
The SSB has to form an opinion as to whether the Islamic bank has complied with Shari 'a Rules 
and Principles and the fatwas and rulings issued by them. Within their report, they refer to (see 
Fig. 4.4): 
1- The responsibility of the bank's management to properly comply with the Shari 'a, 
2- The appropriate tests, procedures, and review carried out by them, 
'5As per Governance Standard No. 1 
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3- The transactions and dealings entered into by the Islamic banks are in conformity with the 
Islamic laws, 
4- The appropriateness of the basis of profit allocation between the shareholders and investment 
account holders, 
5- Unlawful (prohibited) earnings have been properly disposed of to charities, and 
6- The calculation of Zakah is in compliance with Shari 'a. 
In the name of Allah, The Beneficent, The Merciful 
To the Shareholders of the Example Islamic Financial Institution 
Assalam Alaikum Wa RahmatAllah Wa Barakatkuh 
In compliance with the letter of appointment, we are required to submit the following report: 
We have reviewed the principles and the contracts relating to the transactions and applications introduced by the 
Example Islamic Financial Institution during the period ended. We have also conducted our review to form an 
opinion as to whether the Example Islamic Financial Institution has complied with Shari'a Rules and Principles and 
also with the specific fatwas, rulings and guidelines issued by us. 
The Example Islamic Financial Institution's management is responsible for ensuring that the financial institution 
conducts its business in accordance with Islamic Shari'a Rules and Principles. It is our responsibility to form an 
independent opinion, based on our review of the operations of the Example Islamic Financial Institution, and to 
report to you. 
We conducted our review which included examining, on a test basis of each type of transaction, the relevant 
documentation and procedures adopted by the Example Islamic Financial Institution. 
We planned and performed our review so as to obtain all the information and explanations which we considered 
necessary in order to provide us with sufficient evidence to give reasonable assurance that the Example Islamic 
Financial Institution has not violated Islamic Shari'a Rules and Principles. 
In our opinion: 
1- The contracts, transactions and dealings entered into by the Example Islamic Financial institution during the 
year ended ....... that we 
have reviewed are in compliance with the Islamic Shari'a Rules and Principles; 
2- The allocation of profit and charging of losses relating to investment accounts conform to the basis that had 
been approved by us in accordance with Islamic Shari'a Rules and Principles; 
(where appropriate, the opinion paragraph shall also include the following matters) 
3- all earnings that have been realized from sources or by means prohibited by Islamic Shari'a Rules and 
principles have been disposed of to charitable causes; and 
4- the calculation of Zakah is in compliance with Islamic Shari'a Rules and Principles. 
We beg Allah the Almighty to grant us all the success and straight-forwardness. 
Wassalam Alaikum Wa Rahmat Allah Wa Barakatkuh 
(Name and Signature of the members of the Shari'a supervisory board). 
Place and Date 
Fig. 4.4 J xampie of babs's meport das per c; overnance standard # 1) 
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In short, we can conclude that AAOIFI's standard-setting activities could be considered as a 
means of coordinating the role of management, external auditors and SSB with regard to the 
financial reporting process. Management of Islamic banks should prepare and present the 
financial statements of the Islamic bank in compliance with the Shari 'a and the relevant 
legislation and regulations (ASIFI # 116, para 13). The SSB is to form an opinion as to whether 
the Islamic bank has complied with Shari 'a Rules and Principles and also with the specific 
fatwas, rulings and guidelines issued by them (SSB) (Governance Standard # 1, para 13). 
External auditors are to express an opinion as to whether the financial statements are prepared, in 
all material respects, in accordance with the Shari 'a Rules and Principles, the accounting 
standards of AAOIFI and the relevant national accounting standards and practices in the country 
in which the financial institution operates (ASIFI # 1, para 2). 
4.6 Summary 
The demand for auditing in a market economy stems from the fact that effective use of 
accounting in contracts requires monitoring because accounting is under the control of the agent. 
The external professional audit is one monitoring method. 
From an economic point of view, the demand for auditing within the context of Islamic banks 
stems from the relevance of agency theory to these banks. The agency theory is relevant to 
Islamic banks in two ways. On the "liabilities" side (the Mudaraba contract) in which there is 
the problem of information asymmetry. Also, the agency theory is relevant to Islamic banks on 
the "assets" side (the Musharaka contract) in which there is the problem of information 
asymmetry and opportunistic behaviour. 
The use of accounting, financial reporting and auditing procedures could help in monitoring the 
problems of information asymmetry and opportunistic behaviour. 
Islamic banks are audited by external auditors. In some Islamic banks, there is an ex post 
Shari'a review by SSB. There are different models of SSB and external auditors in different 
Islamic banks. Although the different models of the SSB providefatwas, they differ in the 
degree of monitoring of Shari 'a violations. The SSB varies from a position of no monitoring to 
16Auditing Standard for Islamic Financial Institutions No. 1: Objectives and Principles of Auditing 
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that of full monitoring. The different models of external auditors differ in undertaking the 
responsibility for attesting to Shari 'a compliance. The external auditors vary from applying the 
same audit procedures as those applied to conventional banks (they do not see themselves 
responsible to attest to Shari 'a compliance) to auditing the financial and the social aspects of 
Islamic banks in which they do not recognize any separation between religion and business. 
There is a limited interaction between the SSB and the external auditors. External auditors of 
some Islamic banks ensure that the procedures prescribed by the SSB were followed by the bank. 
The SSB might participate with the external auditors and the management in setting accounting 
policies on issues which are not covered by the accounting standards enforced in the country in 
which the Islamic bank operates or if the latter violates the Shari 'a. 
Due to the lack of standardized accounting policies within the Islamic banking industry, AAOIFI 
was established in 1991 in Bahrain. AAOIFI is the international autonomous non-profit making 
organization develops Islamic accounting and auditing standards since the Western standards 
may not be applicable to the Islamic financial institutions. In accordance to these standards: SSB 
has to form an opinion as to whether the Islamic bank has complied with Shari 'a Rules and 
Principles and also with the specificfatwas, rulings and guidelines issued by them. In addition, 
external auditors are to express an opinion as to whether the financial statements are prepared, in 
all material respects, in accordance with the Shari 'a Rules and Principles, the accounting 
standards of AAOIFI and the relevant national accounting standards and practices in the country 
in which the financial institution operates. External auditors are to express whether the financial 
statements of Islamic banks give a `true and fair view' of the financial position, results of 
operations, and cash flows of the Islamic bank. 
The concept of `true and fair view' has been used by external auditors to express an opinion 
about the financial statements of the Islamic banks and their Western counterpart. Chapter 5 
reviews the literature of the concept of `true and fair view'. 
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"When I use a word, ' Humpty Dumpty said, in a rather scornful tone, `it means just what I choose it to mean-neither 
more or less. " (Lewis Carroll, Through the Looking -Glass, quoted in Zeff et a1,1999) 
Chapter 5. 
Literature Review of TFV-Part (1) 
5.1 Introduction 
The concept of "True and Fair View" is one of the significant accounting concepts which has 
gained importance among practitioners and academics in countries such as the UK (Parker and 
Nobes, 1994). 
The contribution of the commentators include aspects such as historical background, criteria and 
significance of TFV, empirical and non-empirical researches, as well as attempts to provide 
nominal definitions for the concept of TFV. 
The examination of the TFV in the mainstream accounting literature largely ignores the ethical 
perspective of the TFV, as well as being inconclusive to whether TFV is a meta-rule and if so 
whether it is `over-riding', except for Archer (1996) and Alexander and Archer (1998) who 
argue that the concept of TFV raises ethical issues, namely issues concerning truthfulness and 
deceit. 
This chapter presents part (1) of the major points about the TFV as per the available accounting 
literature, with more focus on the UK perspective. It is structured as follows. Section 2 
summarizes the nominal definitions of TFV from UK perspectives. Section 3 discusses TFV and 
creative accounting. Section 4 examines the criteria and significance of TFV. Section 5 looks 
into non-empirical and empirical researches. Section 6 presents the summary. 
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5.2 TFV-A definition from UK Perspective 
A much debatable and still unanswered question is `what does true and fair mean? ' Cown 
(1965) claims that there is a lack of definition of the concept of TFV because those who were 
responsible for the 1948 UK Companies Act assumed that the truth and fairness are concepts that 
are well understood in the context of British tradition and British law and therefore an attempt to 
define this concept would detract from their effectiveness as guides in a changing world. Cown 
further claims that they (those who were responsible for the 1948 UK Companies Act) assumed 
that this concept is of an absolute quality that it is unnecessary to define - that true is true and fair 
is fair. There is little evidence in accounting literature that the accounting profession has really 
come to grips with the task of defining this phrase. Most of the statements about the TFV 
concept concentrate on its implications rather than its definitions. 
Nominal definitions of TFV are provided in the literature but no consensus has been reached in 
the UK as to `what does `true and fair' mean? ' (Parker and Nobes, 1994). The following are 
examples of these nominal definitions' given in the accounting literature. 
Edey (1971) described `true and fair' as `a term of art-a technical term'. Edey wrote: "to the 
man in the street ... the words `true and 
fair' are likely to signify that the accounts give a true 
statement of facts. He will be likely to associate `facts' with `actual profit' and `actual values'. 
He does not realize that `profit' and `value' are abstractions. Before they can be conceived at all 
in any precise way they must be defined in such a manner that the definition contains in itself, or 
implies clearly, a method of calculation that could be followed in practice" (quoted in Walton, 
1993, p. 51). 
G. A. Lee (1973) defined the concept of `true and fair' as: "it is generally understood to mean a 
presentation of accounts, drawn up according to accepted accounting principles, using accurate 
figures as far as possible, and reasonable estimates otherwise; and arranging them so as to show, 
within the limits of current accounting practice, as objective a picture as possible, free from 
willful bias, manipulation, or concealment of material facts" (quoted in Parker and Nobes, 1994, 
p. 13). 
Tweedie (1983, p. 425) saw that the general reporting principle of truth and fairness is undefined 
in the statue law in the UK. The presenter of the accounting information should put himself in 
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the position of the reader and ask: `what impression would I obtain from these financial 
statements? ' Truth and fairness is a moving frame of reference for the presenter of accounts-a 
reference frame which alters with society's changing expectations but which, it must be stressed, 
will not lead to a single `true and fair view'. "Accounts present a picture of economic facts. 
Pictures are drawn by human beings, and therefore vary. There may be many pictures of the one 
object, each of them true, each life-like and each different". Furthermore, Tweedie believes that 
"truth alone is not enough-truth can still give a misleading impression if presented in an 
inappropriate context" 
Hoffman and Arden (1983) claimed that the question of deciding whether the accounts comply 
with the true and fair requirement is a question of law for the Court, but the task of interpreting 
the `true and fair' cannot be performed by the Court without evidence as to the practices and 
views of accountants. The more authoritative those practices and views, the more ready the 
Court will be to follow them. The Foreword to Accounting Standards approved by the 
Accounting Standard Board describes in particular the circumstances in which financial 
statements are expected to comply with accounting standards. For this purpose the key 
paragraph is paragraph 16, which provides: "Accounting standards are authoritative statements 
of how particular types of transaction and other events should be reflected in financial statements 
and accordingly compliance with accounting standards will normally be necessary for financial 
statements to give a `true and fair view' ". `True and fair' is a legal concept. The courts have 
never attempted to define `true and fair' in the sense of offering a paraphrase in another wording. 
When a concept can be expressed in ordinary English words, it would not illuminate their 
meaning to attempt to frame a definition. It is much more useful to illustrate the concept in 
action, for example, to explain why certain financial statements do or do not give a `true and fair 
view'. `True and fair' is a dynamic concept. It is subject to continuous rebirth and in deciding 
whether the `true and fair' requirement has been met the Court will not seek synonyms for the 
phrase but will seek to apply the concepts, which those words imply. 
Flint (1984) viewed `true and fair' as a protection to users from political and other bias, from 
deficiency or inadequacy in the rules, and from any other shortcomings of prescription (quoted in 
Parker and Nobes, 1994, p. 10). 
`The nominal definitions are arranged in a chronological order. 
69 
Chapter 5. Literature Review of TFV-Part (1) 
Rutherford (1985, p. 485) saw that "the TFV doctrine was established via the statute book and 
thus has the potential for full definition in the sense that, provided with the appropriate stimuli, 
the legal system would produce an authoritative resolution of any point of dispute. Despite the 
passing of nearly forty years since it reached the statute book, however, the term remains 
judicially undefined in practice ... It appears that the 
legal system would, in any event, expect to 
rely on accountants to provide the raw material from which a legal explication could be 
fashioned, so that without prior development work within the accountancy profession the 
evolution of a legal TFV would be likely to become a rather haphazard (as well as lengthy) affair 
since it would depend on which particular accountants were consulted, or in the near-certain 
event of dispute, on which proved most persuasive". The alternative source of guidance as to the 
meaning of the phrase is the ordinary or natural meanings2 of the words and consequently the 
court will turn to such meanings when confronted with undefined terminology. 
Nevertheless, the concept could be regarded as having a technical meaning to be determined by 
the accounting profession. Rutherford (1985, p. 493) concluded: 
The TFV doctrine as currently employed by the profession lacks settled and widely accepted explication and is 
unlikely to achieve one in the near future, except by the adoption of compliance with GAAP as a technical 
definition. 
T. A. Lee (1986) said: "true means that the accounting information contained in the financial 
statements has been quantified and communicated 
in such a way as to correspond to the 
economic events, activities and transactions it 
is intended to describe... [while] fair means that 
the accounting information has been measured and disclosed in a manner which is objective and 
without prejudice to any particular sectional 
interests in the company" (quoted in Parker and 
Nobes, 1994, p. 14). Rutherford (1985, p. 489) pointed out that: 
G. A. Lee's is a `bottom-up' concept arguing that a TFV is obtained by compliance with accepted accounting 
principles whilst for T. A. Lee principles can 
be accepted only if they satisfy the metaphysics of his definition 
Neither approach, and no individual definition, has been accepted by the profession, in the sense of being used 
consistently or systematically within the professional 
literature. 
McGee (1991) insisted that the `true and fair' requirement is a matter of law rather than a matter 
purely of accounting theory. The question whether a particular set of accounts complies with the 
ZA point to consider is that Hoffman and 
Arden (1983) did not agree with this view. They believe "it is much more 
useful to illustrate the concept 
in action, for example, to explain why certain accounts do or do not give a `true and 
fair view' ". 
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`true and fair' requirement can be authoritatively decided only by a court of law since the 
accounting evidence can never be conclusive. 
McGee tends to agree with Hoffman and Arden in considering the `true and fair view' as a legal 
concept and believes that the question of whether the accounts have complied with the `true and 
fair view' requirement should be decided by the Court. However, he claimed that there is "[an] 
evident lack of any clearly legally based explanation of what true and fair means". Such an 
explanation is clearly required, despite the contrary views of Hoffman and Arden that "the 
Courts have never attempted to define `true and fair' ... and 
in our opinion have been wise not to 
do so" 
Walton (1991) categorized the meanings attributed as clustering round three basic ideas: a legal 
residual clause, an independent concept, and generally accepted accounting principles. These 
ideas are described as follows: 
By the legal residual clause is meant the sort of clause which often is added to statutes, contracts and other legal 
documents to cover circumstances other than those specifically foreseen in other classes in the document ,.. in effect 
this kind of clause operates as a safety net put in by the creator of the contract to catch any eventuality not 
specifically foreseen in other clauses and is not generally expected to be invoked except in unusual circumstances 
(P. 9). 
The independent concept signified is one where the true and fair view represents a higher objective to be sought by 
accountants. It represents an ideal towards which accounting technique is evolving and which may be referred to in 
order to resolve conflicts in setting standards or mating decisions in individual cases. As such it is defined 
independently of accounting rules (p. 9). 
Finally true and fair as a code of expression which stands in for generally accepted accounting principles (gaap) is 
based on the idea that accounting principles do not represent a coherent, rationally consistent set of principles, but 
rather a set of pragmatic responses to measurement problems. The accounting rules define the true and fair signified 
rather than the signified having any independent existence as a concept or being used as a guiding principle by the 
light of which rules could be developed. Thus true and fair is learnt through a practical apprenticeship and is 
redefined slightly with any new development in practices' (p10). 
Walton (1993, p. 49) further discussed the `true and fair view' in British accounting and 
commented: 
On the surface, the true and fair view towers over British accounting-but with the curious characteristic that no one 
knows what it means... As regards its meaning, it is a legal term in origin and yet the Companies Acts have never 
defined it (nor has the Fourth Directive, of course) and there is very little jurisprudence which bears upon it. There is 
no definition of it in accounting standards, auditing standards or other professional pronouncements... The meaning 
of the true and fair view is given in financial statements seems to be simply statements drawn up under currently 
accepted practice. 
3 The third category of the 'true and fair' definition provided by Walton (1991), which defines the `true and fair' in 
terms of being as a code of expression which stands for generally accepted accounting principles, raises the question 
of the role of ethics in defining the concept of 'true and fair', as it has been discussed by Alexander and Archer 
(1998a). See section 5.5.1. 
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A point to consider that is both Rutherford (1985) and Walton (1991) referred to the concept of 
TFV as entailing compliance with the generally accepted accounting practice (not "principles"). 
Fowle (1992) stressed that `true' was intended to convey the essence of `correct', without 
pedantic accuracy, while `fair' recognized that a true statement may nevertheless give a 
misleading view. 
Higson and Blake (1993) identified four separate, distinct and not totally complementary 
meanings for the phrase a `true and fair view': 
1- As a relaxation of previous accounting rules, acknowledging that various areas of 
judgement and estimation arise in the preparation of financial statements. 
2- As a strengthening of previous accounting rules, effectively moving towards a 
`substance over form' approach. 
3- As an assertion that the financial statements should be free from bias. 
4- As a basis for the assertion of the authority of the technical pronouncements emerging 
from the accounting profession. 
So, there is no single acceptable definition for the concept of `true and fair view'. It is a 
`dynamic concept' which could have different interpretations based on the time and place of 
application. Walton (1993) described a situation on which three senior British accountants were 
asked on a television program to define the TFV. The first interviewee laughed, the second said 
nothing, and the third asked for time to think over the question. 
In addition to the attempts of providing nominal definitions for the concept of TFV, the 
contribution of commentators went further to discuss TFV and creative accounting, and the 
criteria and significance of TFV. 
5.3 TFV and Creative Accounting 
A major problem for the standard-setters from the 1980s has been the growth of creative 
accounting in which the letter of the rules is used to breach the spirit of the rules (Parker and 
Nobes, 1994). According to McBarnet and Whelan (1999), the term "creative accounting" is a 
nice soundbite but what exactly it is may not be obvious. One person's creative accounting is 
another's carefully considered judgement; one person's device to deceive is another's legitimate 
management tool; one person's systematic understatement of profit is another's application of 
the prudence concept. 
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Creative accounting is a some what euphemistic phrase used to refer to the stretching of 
accounting rules by a preparer of financial statements in order to achieve an effect desired by the 
preparer, such an effect being either to mislead the reader of the financial statements or to 
comply with some condition which would not be met without stretching the rules. It is important 
to note that the accounting rules are stretched, not broken; it is in this stretching that the 
`creativity' lies (Archer, 1996). 
The disadvantages of creative accounting were discussed by McBarnet and Whelan (1999, p. 5) 
as follows: 
... [T]he potentially adverse 
impact of creative accounting [is] on investors, creditors, employees and others. The 
role of creative accounting both in concealing shortcomings in corporate performance and in contributing to the 
downfall of particular companies has been amply demonstrated The demise of companies such as Polly Peck, 
Maxwell Communications Corporation and Saatchi & Saatchi is well known: all were enmeshed in various forms of 
creative accounting. 
According to Archer (1996), the objectives of creative accounting could be one or both of the 
following: first, to mislead the reader of the financial statements into thinking that a company is 
more profitable, or less indebted, or otherwise in better condition financially, than the reader 
would think if presented with unbiased information. And second, to enable the company to 
comply with some condition, such as not falling below a minimum value or exceeding a 
maximum value of some ratio, for example the ratio of profit to interest charges (interest cover 
ratio) or the ratio of debt to total assets (financial gearing ratio). Such conditions may be 
specified in debt covenants. Also, Archer (1996) outlined the excuses for, or justification of, 
creative accounting as followsa 
s: 
Excuse 1: the epistemological excuse 
This excuse rests on the claim that creative accounting does not involve factual inaccuracy and cannot therefore be 
criticized as lying. 
Excuse 2: only the incompetent are deceived, and even they need not be 
Creative accounting is generally transparent to competent users of financial statements, that only the incompetent 
are deceived, and that even they can avoid this by obtaining suitable advice or by having recourse to information 
intermediaries. 
Excuse 3: creative accounting is a widespread and accepted practice 
This excuse implies that `everyone is doing it, and that a company which refrains from doing so may expose 
interested parties to negative consequences. 
4Archer followed Bok (1978) in distinguishing between excuses which may be given for creative accounting in 
general, and justifications which may be applied to the use of creative accounting in specific types of situations 
(situation-specific justitication). See Archer (1996). 
s The above excuses are the excuses for lying as outlined by Bok (1978). See Archer (1996). 
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Archer further explained that excuses 1 and 3 are very effective in persuading potential `creative 
accountants' that it can be condoned. Based on the `epistemological excuse', the claim is that 
creative accounting does not involve factual inaccuracy and therefore cannot be criticized as 
lying. The thrust of excuse 3 is of threefold: first, `everyone is doing it', second creative 
accounting by definition does not violate `generally accepted accounting principles' and, as 
regards compliance with the meta-rule of `true and fair view' or `fair presentation', the external 
auditors are being the final arbiters of that. Finally, if the present state of affairs is 
unsatisfactory, it is not up to individual companies to renounce creative accounting, but for the 
regulatory authorities to tighten up the rules. Moreover, he stressed the fact that the above three 
excuses are invalid since creative accounting is similar to other aspects of business ethics and 
reflects the ethical standards of the business community rather than those of accountants. So, the 
loss of social trust results in heavy costs on business, in the form of agency costs6. And it is the 
role of the public accounting and auditing professions to reduce the agency costs to an acceptable 
level. 
Alexander and Archer (1998a) considered the concepts of TFV and FP (Fair Presentation) and of 
creative accounting from the perspective of ethics based on Rawls' (1971) notion of procedural 
justice in which Rawls categorized procedural justice into three groups: pure procedural justice7, 
perfect procedural justices, and imperfect procedural 
justice9. Based on such a perspective, they 
pointed out (according to the perspective of the pure procedural 
justice): 
The fact that creative accounting can be shown to be a form of lying is arguably irrelevant to its ethical 
acceptability, so long as it 
is the outcome of a procedure of competitive interaction held to be morally 
defensible... [However, ] moral arguments are required to support the claim that the procedure is indeed a morally 
defensible way of determining such matters. Hence, there must be an appeal to standards for judging the morality of 
the procedure's outcomes which are independent of those 
invoked to judge the morality of the procedure itself. 
[So, ] in the case of creative accounting.. [the] independent criterion is available, namely a meta-rule such as TFV or 
FP. However, since the application of such a meta-rule is subjective, there is no guarantee that the just outcome, 
namely correct application of the normative criterion of 
TFV or FP (or AIFS, i. e. avoidance of misleading financial 
statements) will result. The situation therefore 
fits neither perfect nor pure, but imperfect, procedural justice. 
6 Agency costs, in this context, are the expenses that must be incurred to reduce the risks of being deceived and 
cheated by business associates with 
better access to crucial information. 
7 The pure procedural justice is obtained when there is no independent criterion for the just outcome, instead the 
outcome is a purely procedural matter. 
s The two characteristical features of perfect procedural justice are: first, there is an independent criterion for what is 
a just outcome and second it 
is possible to devise a procedure that is sure to result in the desired outcome. 
9 Imperfect procedural justice applies 'when there is no perfect procedure for ensuring that a just outcome will 
result' 
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Moreover, Alexander and Archer argued (p. 20,22): 
The creative accounting `game' is one in which the company's management may quite properly invoke the TFO 
[true and fair override] to persuade its external auditor to accept that an instance of creative accounting in which a 
lower order rule is breached does not breach the meta-rule... The TFO, by virtue of which reporting entities are 
considered to have the right to override existing rules, is an unsatisfactory formulation of the meta-rule... A meta- 
rule such as the TFV presents an obstacle (albeit imperfect) to creative accounting in the form of opportunistic 
stretching of existing rules, [but] the TFO opens the way to creative accounting in the form of opportunistic 
`overriding' of existing rules by reporting entities. 
Thus, their ethical argument does support a meta-rule such as TFV, FP, or AMFS, but not a UK- 
style TFO. 
To tackle the problem of creative accounting, Flint (1982, p. 32) expected the auditors to be the 
monitors and guardians against such a problem: 
[It is] the auditors' responsibility is to ensure that the criteria have been met and to reassure the users of the accounts 
that this is so, or to say in what respects it is not. It is essential to remember that, because of the basis on which the 
accounts are prepared, the auditors lend authority to the fact that they give "a true and fair view" and not "the true 
and fair view" ... This worries some commentators who seek a 
degree of precision which it is impossible to achieve. 
What the system does require is the rigorous application of the criteria by auditors as the guardians of the interests of 
all users. 
However, McBarnet and Whelan (1999, p. 88) saw that: 
When regulators take a company to court over what they see as unacceptable creative accounting, what's going on is 
a battle for the definition of what unacceptable creative accounting 
is. It is a battle for where the authoritative line is 
to be drawn between the acceptable and the unacceptable, between what is true and fair and what is not, in any 
particular situation. 
5.4 TFV-Criteria and Significance 
5.4.1 Criteria 
Flint (1982) discussed the criteria for a TFV. He believes as far as the law is concerned there is 
no universal set of 
detailed rules for the preparation of accounts which are required to give a 
`true and fair view' which are applicable to all circumstances. A choice must be made from the 
alternatives. These alternatives are: 
1- To prepare the accounts on the basis of the historical cost accounting system, and in 
compliance with the requirements of the Companies Acts as to form and content and 
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additional information by way of notes, and with the provision of such further information, if 
any, as is necessary to give a true and fair view. 
2- To prepare accounts on the basis of a current value accounting system (which requires 
comparable historical cost based data), and in compliance with the requirements of the 
Companies Acts as to form and content and additional information by way of notes, and with 
the provision of such further information, if any, as is necessary to give a true and fair view, 
3- If special circumstances require it so that a true and fair view may be given, to prepare 
accounts which depart from compliance with the requirements of the Companies Acts as to 
form and content and additional information, or 
4- If it appears to the directors that there are reasons for so doing, to prepare accounts on a basis 
which involves departure from the accounting principles laid down in the Companies Acts. 
The first accounting principle laid down in the Companies Act 1981 is that the company shall be 
presumed to be carrying on business as a going concern, unless there is good evidence to the 
contrary. In preparing accounts the directors are required to test whether that is a tenable 
presumption. If it is not, this would constitute a reason for departing from the principle and 
adopting a different basis which would satisfy the directors' responsibility to prepare accounts 
which give a true and fair view of the state of affairs or financial position of the company in 
those circumstances. 
According to Flint, when the directors are satisfied that the company is a going concern, the 
choice which has to be made is whether to follow the historical cost accounting rules or the 
alternative accounting rules, with or without additional information and with or without 
variation, or whether there are reasons for adopting a more radical departure from the norm 
(accounting principles). The accounting principles, with form and content as laid down in the 
Companies Acts, together with the definitive guidance on accounting practice given in 
Statements of Standard Accounting Practice, are highly persuasive as directions on how to 
prepare accounts, but they are not conclusive. The method adopted must produce a result, which 
satisfies the criteria of giving a true and fair view. 
5.4.2 Significance 
While discussing the significance of TFV, Flint (1982) claimed that the fundamental principle of 
reporting in company accounts is that the primary responsibility rests on the directors to make a 
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full disclosure to enable the company and the directors to be judged as to whether what they have 
done is acceptable to shareholders, to other relevant interest groups and to society, and to enable 
these groups to take such decisions about the future as are within their competence. Reporting is 
a legal duty although it may also be a social obligation. To discharge that duty, the law may 
specify precisely and in detail what information must be given to constitute full disclosure, or 
may leave it to the directors to interpret appropriately in the circumstances what information is 
required, in the knowledge that they will be subject to social pressures and legal sanctions if they 
fail to do so satisfactorily. There is, however, a third alternative. Without relieving directors of 
their ultimate responsibility, the law may prescribe the general principle (TFV) to be observed by 
directors in reporting and then specify particular requirements only in such detail as is necessary 
to illustrate and support the general principle and to establish the information which is likely to 
be necessary in the generality of circumstances. The third alternative is the philosophy which 
has been adopted in British company law, in which giving a `true and -fair view' has been 
prescribed as the general principle (or meta-rule) of financial reporting. 
Flint further claimed that the effectiveness of the concept of a TFV in financial reporting is, 
however, entirely dependent on the competence, skill, expertise and, especially, the soundness of 
judgment of directors and auditors. Reliance on interpretation of a TFV presupposes on the part 
of directors and auditors, a capacity to inform themselves, to evaluate, and to exercise judgment 
on the meaning and significance of those domestic, national and international factors which 
affect the relevance of information, the criteria for accounting valuations and the expectations of 
users. It presupposes also a capacity to arrive at an opinion on disclosure and presentation of 
information which satisfies a social perception (the expectation gap in auditing) of what is `true 
and fair' in relation to that information and the particular situation. 
Flint further explained that the merit of a reporting philosophy based on the concept of a TFV is 
that it recognizes that prescription is a means to an end and not an end in itself, and that general 
prescription is subordinate to particular judgment as to what is necessary in the circumstances to 
achieve the objectives of full disclosure for relevant information. 
On the other hand, Walton (1993, p. 53) believes that the operational significance of the TFV 
may be quite limited. "When British accountants pose the question `does such and such give a 
true and fair view? ', they may be saying, `does this way of dealing with a transaction chime with 
the way accounting normally deals with similar transactions? " Walton moved on to elaborate: 
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"Whether or not the term has operational significance, it is still capable of also having a 
symbolic role, and it is this area which has so far been little explored in the literature. It is 
possible, however, that the notion has a role to play in bolstering the professional status of 
accountants within the UK and is also used in the political arena to advance the interests of the 
profession". 
Walton concluded that the operational meaning is not the only significance, which should be 
attributed to the notion, but rather it has potentially wider significance in the political arena such 
as where accountants are defending or trying to enhance their professional status. 
Briefly, Flint believes that TFV has a social quality expressing the standard of accountability 
which society sets in company affairs in the context of a societal perception of truth and fairness, 
which ultimately is a matter of business or professional ethics. On the other side, Walton claims 
that TFV is still capable of also having a symbolic significance in the context of the professional 
standing of accountants and appeal being made to it as a defense against encroachment from 
outside, i. e., professional self-interest rather than professional ethics. 
The next section discusses the surveys conducted in relation to the concept of TFV. Surveys are 
often conducted simply because it is the only way to get the information needed. Even when the 
information is available through other means, survey research may be an easier, quicker, less 
expensive, or more accurate way to get the required information (Alreck and Settle, 1995). 
5.5 TFV and Empirical Research 
The TFV literature is not characterized by an emphasis on empirical research (Parker and Nobes, 
1994). Examples of empirical studies are Houghton (1987), Donleavy (1990), Parker and Nobes 
(1991), Higson and Blake (1993), Low and Koh (1997), and McEnroe and Martens (1998). 
There are also non-empirical studies such as: Shapiro (1997 and 1998), and Alexander and 
Archer (1998a). 
5.5.1 Non-Empirical Research 
Shapiro (1997) adopted a philosophical approach in order to look into the notion of 
representational faithfulness (i. e. TFV). Shapiro's objective was to "highlight what is at stake in 
some of the disputes over rationality, objectivity, and `truth' in external financial reporting. " 
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(p. 165). In order to achieve this objective, he sat out the `five presuppositions [ontological and 
epistemological] of external financial reporting' as follows. See Fig. 5.1 
P1. External realism (ontological objectivity and ontological subjectivity): External reality exists independently of 
the financial statements that attempt to represent it. Social phenomena are ontologically subjective but just as real as 
ontologically objective physical phenomena. 
P2. Correspondence theory of truth (representational faithfulness): A financial representation is true if it corresponds 
(at least approximately) to the underlying economic reality that it purports to represent. 
P3. Conceptual relativism of financial reporting schemes: All systems of representation, such as conceptual 
frameworks, are human creations and thus socially constructed. Different systems of representations can be used to 
represent the same reality, and one system may or may not be better than another. The objectives of financial 
reporting are based on normative values that cannot be verified or empirically validated. 
P4. Subjective judgement (epistemological subjectivity): Accountant's judgements about what constitute valid 
descriptions of economic reality are influenced by many factors - cultural, economic, political, psychological, and so 
on. Absolute epistemological objectivity is not possible because all accounting judgements are made from a point of 
view, subject to various measurer and measurement biases, motivated by personal factors, and within a certain 
historical context. 
P5. Commitment to rationalism (epistemological objectivity): Knowledge is epistemologically objective to the 
extent that a community can agree on the criteria for evaluating the justification or evidence for assertions. The idea 
that knowledge consists in having true representations for which we can give certain sorts of justification or 
evidence is the basis of Western rational science, the notion of due process in standard-setting, and the demand for 
attestation services. Absolute epistemological objectivity is rejected in favor of a pragmatic, intersubjective, and 
consensus view. 
Fig. 5.1 Five Presuppositions of External Financial Reporting 
(Source: Shapiro, 1997, p. 167) 
Shapiro believes that the above five presuppositions and the relationship among them reflect 
certain attitudes and behaviour in the area of external financial reporting. Without these 
presuppositions, current financial reporting practices could be considered unintelligible. Also, 
he provided an example of the role that these presuppositions could play in the definition of 
auditing: 
Auditing is a systematic process of objectively obtaining and evaluating evidence [P5] regarding assertions [P3] 
about economic actions and events 
[P1] to ascertain [P4 and PS] the degree of correspondence [P2] between those 
assertions [P3] and established criteria 
[P3, P51 and communicating the results to interested users (p. 174). 
And he concluded: 
Although debates over accounting policy are often attributed to fundamentally different ontological and 
epistemological assumptions... many of the 
debates involve opposing normative commitments to different financial 
reporting objectives. Moreover, many of the arguments that on the surface appear to reject one or more of the five 
presuppositions really involve 
disagreement about specific details but not the principal claims of the 
presuppositions. It is 
important to recognize that people can disagree about many things and still accept the 
presuppositions, without being 
inconsistent. For example, accountants may disagree about what kinds of things 
exist, and yet agree with the claim of 
Pl that something exists independently of financial reporting schemes. 
Likewise, people may disagree about financial reporting objectives, but that disagreement does not refute the 
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cultural" relativism claim of P3. Moreover, people often disagree about the paradigms or criteria that should be 
used to evaluate assertions; while such disagreement can sometimes make it difficult for a community to achieve 
consensus, it does not refute the intersubjective interpretation of epistemological objectivity described in P5 (p. 182). 
Shapiro claimed that a consensus interpretation of epistemological objectivity and related 
principles of rationality make it possible to direct a rational and objective debate about the merits 
of alternative financial reporting practices. 
Shapiro (1998) used the normative model of rational argumentation attempts to introduce more 
civility in the accounting standard setting debate. This model is composed of eight maxims and 
five presuppositions". The eight maxims (see Fig. 5.2) are described in Van Eemeren and 
Grootendorst (1987) for advancing and defending arguments in a critical discussion. The 
maxims require that participants in a critical discussion be given the opportunity to advance and 
defend their best arguments, within the constrains of relevance and closure. 
Maxim I. Parties must not prevent each other from advancing or casting doubt on standpoints. 
Maxim 2. Whoever advances a standpoint must defend it if asked to do so. 
Maxim 3. An attack on a standpoint must relate to the standpoint that has really been advanced by the 
protagonist. 
Maxim 4. A standpoint may be defended only by advancing arguments related to that standpoint, 
Maxim 5. A person can be held to the premises he leaves implicit. 
Maxim 6. A standpoint must be regarded as conclusively defended if the defense takes place by means of 
arguments belonging to the common starting point. 
Maxim 7. A standpoint must be regarded as conclusively defended if the defense takes place by means of 
arguments in which a commonly accepted scheme of argumentation is correctly applied 
Maxim 8. A failed defense must result in the protagonist withdrawing his standpoint and a successful 
defense must result in the antagonist withdrawing his doubt about the standpoint 
Fig. 5.2 Maxims for a Critical Discussion 
(Source: Shapiro, 1998, p. 644) 
However, Shapiro concluded that: 
[TJhese maxims and presuppositions do not pretend to resolve the social conflicts inherent in objectives of financial 
reporting and the rationality goals of a critical 
discussion. Perhaps accounting will always remain, as Tinker and 
Ghicas (1993, p. 365) put it, "a malleable and contested social practice" and "a product of struggle and conflict ... 
In conclusion, much of the socially contested nature of accounting practices can be attributed to how changes in 
accounting rules redescribe and reconstitute our social world. " (p. 659-660). 
10 p3 actually says `conceptual relativism' not `cultural relativism'. 
"The same five presuppositions of financial reporting described in Shapiro (1997) (Fig. 5.1) which addresses the 
nature of things to which accountants may come to know or believe those things. 
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Alexander and Archer (1998a) looked into the `true and fair view' in terms of a philosophical 
perspective too. They believe that "Shapiro's perspective embraces ontology and epistemology 
but ethics also has its word to say on the matter"(p. 1). They based their study on ethics as well 
as the ontology, epistemology, and sociology of the knowledge in order to establish the function 
of true and fair view as a `meta-rule' within the system of accounting. 
Their proposition was that the `true and fair view' can be coherently interpreted as a general 
normative principle or meta-rule. A meta- rule is a higher order rule within a set of rules, which 
could provide guidance in a) the interpretation and application of existing lower-order rules, and 
b) identifying gaps in lower-order rules and framing new rules to fill such gaps. In financial 
reporting, the examples of such meta-rule are the `true and fair view', `fair presentation' or 
`avoiding misleading financial statements'. 
They claimed that such a meta-rule "does not [necessarily] `override existing lower-order rules, 
it provides a justification criterion for non-application of the [lower order rules] only when a gap 
in the existing rules can be demonstrated. In such a case, the meta-rule provides a basis for 
drawing up a new rule which is complementary to, rather than in conflict with, previously 
existing rules" (p. 4). They, also, argued against the `true and fair override' doctrine based on the 
idea that "the TFO is not merely problematic from a legal point of view, but also philosophically 
incoherent given the nature of `truth' and `reality' in accounting"(p. 4). They supported such an 
argument with the case of SSAP 1212 and SSAP 1913 in the UK, in the latter case, they suggest 
that: "to property investment companies, buildings in their property portfolio are income- 
producing investments liable to be resold in well-developed secondary markets (as with an 
investment portfolio of financial assets) and are thus more fairly presented in a manner similar 
to the latter rather than as tangible fixed assets 14. Hence, SSAP 19 could be justified as a new 
rule to fit this particular type of case, for which SSAP 12 is arguably ill-suited" (p. 10). On the 
other hand, the ASC, in 1981, justified SSAP 19 on the ground of the `true and fair override' 
which was `logically unnecessary'. Therefore, the thrust of their study is of twofold: a) to 
advocate the belief that any set of financial reporting rules or standards logically requires some 
normative meta-rule such as `true and fair view', `fair presentation' or `avoiding misleading 
'2Standard Statement of Accounting Practice (12): Accounting for Depreciation 
13Standard Statement of Accounting Practice (19): Investment Properties 
"See also Alexander and Archer (2001). 
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financial statements'. b) To criticize the principle of `true and fair override' which is ambiguous 
and also liable to facilitate creative accounting. 
5.5.2 Empirical Research 
Houghton (1987) conducted a study in Australia along three dimensions: the meaning of TFV to 
accountants, the meaning of TFV to shareholders, and the perception by accountants of 
shareholders' meaning. This study addressed the following questions: 
1- Is there any difference between the meaning of TFV held by accountants and held by 
shareholders? 
2- Is there any difference between the meaning of TFV held by accountants and their perception 
of the meaning held by the shareholders? 
3- Is there any difference between the meaning of TFV held by the shareholders and 
accountants' perception of shareholders' meaning? 
The subjects comprise two of the groups, as noted above, namely accountants and shareholders. 
In all 22 chartered accountants and 28 shareholders participated. They were approached via a 
questionnaire. The task requested of subjects was to tick one of seven spaces between each of 22 
adjectival pairings (such as exact: estimate, bad: good, measurable: unmeasurable ... etc). For 
the accountants, it was necessary to rate the adjectival pairings twice: from their own point of 
view and a second time describing the meaning they felt shareholders would have. 
Houghton used semantic differential and factor analysis. He found a significant difference 
between accountants' meaning and shareholders' meaning, and also found a significant 
difference between accountants' perceptions of shareholders' meaning and shareholders' 
meaning itself. 
Donleavy (1990) tested students' grasp of truth and fairness before and after encountering funds 
flow statements. The funds flow statement was selected to "exemplify a general tendency of 
accounting pedagogy to concentrate on calculation rather than interpretation7(p. 119). The 
objective of Donleavy's research was to see whether accounting students' clarity of thought on 
the concept of truth and fairness had been affected by having to learn about the funds flow 
statements. He hypothesized that learning about the funds flow statements would increase the 
students' confusion about what truth and fairness is. The focus of the test was to "find 
definitions of truth and fairness of intuitive appeal, to use these definitions to gauge student 
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apprehension of the concepts [truth and fairness] in a funds flow context and to measure whether 
students given a calculation-focused lesson performed differently on a `true and fair' 
comprehension test from students given an interpretation-focused lesson"(p. 119). The students 
were randomly assigned to control and treatment classes, 18 in each. Students in the control 
class were expected to derive a funds flow statement from the balance sheet and profit-and-loss 
account, i. e., the teaching was based on a calculation-focused lesson. On the other hand, the 
treatment class was based on an interpretation (of funds flow statements)-focused lesson. 
The students in both classes were surveyed via a questionnaire. The first question requested 
distinguishing between a `true and fair view'. Students were required to define truth and fairness 
from higher ranked word sets. A phrase closely similar to `reflecting reality' was regarded the 
first best answer for the question of what accounting truth is. Words such as `accurate', `real', or 
`actual' were considered as the second-best answer. The third-best answer comprised of 
`precise', or `exact'. A worse definition of truth was `up to date', and worst of all was any 
response that referred to synonyms of fairness as a definition of truthfulness. With regard to the 
concept of fairness, the best definition included `consistency' and `neutrality' or `freedom from 
bias'. The next best was `consistency' alone. The third best was `objectivity' or `freedom from 
bias'. The fourth was `reasonable', `logical', or `justified'. Words like `appropriate' were 
considered worse and the worst of all were words that were used to define truth such as 
`accurate'. Also, there were another four questions, which discussed technical funds flow 
matters. 
The results showed that the control group tended to perform worse whereas the treatment group 
tended to perform better but not to a significant extent. Also, this test implied that an 
interpretation focus had contributed to the conceptual underpinning of accounting students' 
development of an understanding of what truth and fairness mean in accounting and of course it 
had improved students' understanding of funds flow statements. 
Parker and Nobes (1991) surveyed the ways in which UK financial directors and auditors, 
respectively, operationalized the requirement to give and report on a `true and fair view'. Firstly, 
they surveyed the UK financial directors of 900 companies listed in The Times 1000,1985/86 
via a questionnaire. The main question that was aimed to be answered: "what directors say they 
do to ensure that the financial statements are true and fair? " 
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The questionnaire consisted of thirteen questions, which were a mixture of open and close-ended 
questions. The survey received a response rate of 51.44%. The major findings of the research 
implied that: 
1- The majority of directors take no specific actions to ensure truth and fairness. 
2- Directors rely heavily on auditors to check compliance with the detailed rules of company 
law and accounting standards and less heavily on auditors to check compliance with the 
requirement to give a `true and fair view'. 
3- The majority of directors regard `true' as the same as `fair'. 
4- Very few directors would not depart from standards in order to give a `true and fair view'. 
5- Some directors would not depart from the detailed rules of the Companies Act in order to 
give a `true and fair view'. 
6- A majority of companies are required by their auditors to provide a statement that the annual 
financial statements give a `true and fair view'. 
Secondly, technical partners of all the twenty largest UK auditing firms were surveyed by means 
of a questionnaire and structured interviews. The focus was on "the actions of the auditors of 
large companies, in addition to discovering what auditors do (what they say they do)"(p. 349). 
Their expected outcome were as follows: 
1- Audit firms do not carry out any procedures to test TFV which are separate from those used 
to test compliance with the detailed provisions of the Companies Act and accounting 
standards. 
2- The increasing complexity of company legislation and accounting standards has not led audit 
firms to change their procedures with respect to TFV. 
3- Audit firms do not distinguish between what is `true' and what is `fair'. 
4- Audit firms rely partly on a client's directors to ensure that the accounts give a `true and fair 
view'. 
5- Audit firms do not require client companies to state that in the directors' opinion the accounts 
give a `true and fair view'. 
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The results of the questionnaire survey are summarized below. 
Question Yes Yes 
Partly 
Yes and 
No's 
No 
1. Separate procedures to check TFV7 9 11 
2. Did the 1981 Act change procedures for TFV? 5 15 
3. Do you distinguish `true' from `fair'? 16 4 
4. Has client wished to depart from a standard 
to give TFV? 15 5 
5. Has firm persuaded client to depart from 
a standard? 4 16 
7. Has client wished to depart from detailed 
legal provision to give TFV? 14 6 
8. Has firm persuaded client to depart from 
detailed legal provisions? 8 12 
9. Does Act contain obstructions to TFV? 8 12 
1O. Has client provided additional information 
to give TFV? 19 1 
11. Have standards changed procedures for TFV? 6 3 11 
12. Does firm rely on directors for TFV? 0 16 4 0 
13. Does firm require letter from directors on TFV? 6 14 
14. Should law change to require directors to 
state TFV? 14 6 
Table 5.1 Responses to Close-Ended Questions 
(Source: Parker and Nobes , 1994, p. 45) 
Parker and Nobes found that a majority of the respondents made a distinction between `true' and 
`fair'. Several suggested that `fair' was more important than `true', but none the reverse. 
Also, respondents provided several interpretations of the terms `true' and `fair' as per the 
following table. 
True Fair 
Based on fact Not misleading (three times) 
Undistorted facts Substance over form (twice) 
comet Proper reflection 
Complies with rules Putting in right context 
Not in conflict with facts Consistent with underlying reality 
Objective Ability to understand what has 
Correct, within materiality really gone on 
Adherence to events In accordance with rules in context 
Factual accuracy Reasonable 
Gives right impression 
Whether reader receives right message 
Table 5.2 Respondents' Interpretation of `True' and 'Fair' 
(Source: Parker and Nobes, 1994, p. 48) 
is Responses were classified as `Yes and No' when the answer was `yes' for some aspects but 'no' for others. 
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A comparison between the survey of directors and that of the auditors revealed the following: 
Directors Auditors 
'Opinions' 
Distinguish between true and fair 17 80 
facts' 
Client16 departed from law for TFV 14 70 
Client departed from standard for TFV 32 75 
Client has provided more information for TFV 32 95 
Directors provide statement on TFV 65 30 
Table 5.3 Directors and Auditors 
(Source: Parker and Nobes, 1994, p. 53) 
The most interesting difference for our present purposes that the Parker and Nobes found 
between the financial directors and auditors is that only 17% of the directors stated that they 
distinguish between `true' and `fair', while 80% of the auditors stated that they do so. 
The overall conclusion of the two surveys implied according to Parker and Nobes that "the TFV 
[true and fair view] requirement is used by auditors as a means of obtaining compliance not only 
with extant law and standards but also with auditors' views of what the laws or standards ought 
to be on issues which are so new or so controversial that there is as yet no established rule... TFV 
requirement exists mainly for the benefit of auditors"(Parker and Nobes, 1994, p. 54) 
Higson and Blake (1993) examined auditors' views about the `true and fair' requirement. 
Their aim was to ascertain the views of senior UK practitioners regarding the phrase of `true and 
fair view'. The research approach was qualitative in nature. They sought to interview the 
technical audit partners of the `top 30' accountancy firms in the UK. Twenty-two of the target 
population of the firms agreed to participate. Altogether twenty-five interviews were conducted. 
Additional interviews included discussions with members of the ICAEW's (The Institute of 
Chartered Accountants in England and Wales) Council and the Auditing Practices Committee. 
The interviewees were asked, "how well does the phrase `true and fair' reflect what the auditor is 
trying to say about the financial statements? " Their response covered a spectrum of opinions as 
per the following table: 
16 The auditors reported on a range of clients. 
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Board categories No. of auditors Spectrum of views No. of auditors 
Strongly supportive 2 
Supportive but aware that 
the phrase might confuse 
non-accountants 3 
Supportive 10 
Broadly supportive but 
doubts regarding the word `true' 4 
Broadly supportive but 
doubts regarding the word `fair' 1 
Largely indifferent 44 
Mildly opposed 2 
Opposed because `true' 
was misleading 1 
Negative 11 Opposed because the phrase 
was ambiguous 3 
Disliked it, but 
resigned to it 1 
General distaste for it 4 
Totals 25 25 
Table 5.4 Summary of Auditors' Opinion on `True and Fair' 
(Source: Higson and Blake, 1993, p. 104) 
As it can be seen from the above table, the twenty-five interviewees could be divided into two 
groups. Fourteen of them accepted the phrase and the other eleven rejected it. However, a 
majority of the auditors who have accepted the phrase, expressed reservations or indifference 
about the phrase. The interviewees, also, saw the phrase as vague and ambiguous, and a 
significant number of them found it misleading. Furthermore, "those who considered [the 
phrase] in the context of European harmonization saw it as an alien concept for many European 
Community member states and thought that it was likely to be applied inconsistently. Therefore, 
the ambiguity and cultural dependence of the phrase appear to make it an inappropriate basis for 
transactional accounting harmonization" (p. 114). 
A point to note is that the findings of Parker and Nobes (1991), and Higson and Blake (1993) did 
contrast with each other. While Parker and Nobes concluded "auditors continue to support the 
TFV requirement and to make most of it in practice" (p. 358), Higson and Blake found that 
auditors expressed reservations about the phrase. 
Low and Koh (1997) investigated the differential perceptions of the `true and fair view' among 
accountants, bank officers, and managers in Singapore. The objectives of their study were to 
examine whether differential perceptions of the concepts associated with the `true and fair view' 
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exist among accountants, bank officers, and managers, and whether the `true and fair view' is 
perceived to mean compliance with Generally Accepted Accounting Principles (GAAP) and with 
the legal requirements. Their research methodology was basically composed of a questionnaire 
survey, which measures the similarity/dissimilarity of 12 phrases representing the concepts and 
terms associated with the `true and fair view' as per the literature. These phrases are: 
Phrases used in questionnaire illustrative references 
1. absence of material errors Fowle (1992) 
2. accurate and correct Rutherford (1985) 
3. compliance with GAAP Hoffman and Arden (1983) 
4. compliance with legal requirements Radcliffe (1990) 
5. correspondence with economic facts Lee (1982) 
6. exercise of proper judgement ASC (1975) 
7. full and proper disclosure Rutherford (1985) 
8. healthy financial position/performance AARF (1990) 
9. not misleading Nobes and Parker (1991) 
10. objective and free from bias Lee (1981) 
11. relevant and useful Walker (1984) 
12. true and fair - 
Table 5.5 List of Phrases and References 
(Source: Low and Koh, 1997, p. 1 96) 
Respondents were asked to evaluate simultaneously the 12 phrases and to put similar phrases 
into the same groups. 300 questionnaires were given to the accountants, 100 to the bank officers, 
and another 200 to the managers. Out of the 300 questionnaires given to the accountants 219 
(73%) were returned. As for bank officers, the response rate was 64 (64%) and for managers 
163 (81%). The overall response rate was 74.3% 
The individual differences scaling analysis (INDSCAL), a multidimensional scaling (MDS) 
technique was used. The results can show whether perceptions of the `true and fair view' differ 
among the selected sample and also 
it can identify the common perceptual map underlying the 
perceptions of the three selected groups. This common map can be used to evaluate whether the 
`true and fair' concept means compliance with GAAP and legal requirements. 
Overall, the two important findings in relation to the study aims are: first, the perceptions of the 
three groups with respect to the `true and fair view' were very similar. Second, they 
(accountants, bank officers, and managers) have not perceived `true and fair' to be associated 
with compliance with GAAP and 
legal requirements. They perceived `true and fair' as `not 
misleading', `absence of material errors', and `objective and free from bias'. 
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Low and Koh have recommended, enthusiastically, that the concept of `true and fair' be 
examined across different contexts, populations, and regions since "aggregating evidence among 
different contexts, populations and regions can contribute towards the true and fair literature" 
(p. 201). 
McEnroe and Martens (1998) investigated empirically how UK and US investors interpret 
PFGAAP (present fairly in conformity with generally accepted accounting principles) and TFV. 
A random sample of 500 individuals was provided by a professional organization of individual 
US investors. These individuals were sent a cover letter, a set of directions, which included the 
wording of a sample unqualified US and UK audit report, and a questionnaire. The instructions 
specified that it did not matter whether the respondent had any special knowledge of auditing 
practices in the UK versus auditing practices in the US, nor whether he/she had any investments 
in a UK company. Rather, the directions stressed that the focus of interest was in the 
respondent's perceptions of the wording in the US and UK opinions. A total of 186 replies were 
received, a response rate of 37.2%. Another random sample of 500 of UK investors was selected 
and provided with the same instructions and information that the US investors received. Eighty- 
three questionnaires were received with 26 undeliverable addresses, yielding an initial response 
rate of 17.6%. A second request was sent to 200 individuals who returned and additional 17 
replies. As a result the total response rate was 21.4%. They found that there is a tendency for 
both UK and US investors to prefer TFV language over PFGAAP language. Also, there was 
evidence that when the language for the standard unqualified audit report is prescribed, investors 
in both countries tend to be indifferent to the exact phraseology. And they concluded `it should 
not be concluded from this study that the US ASB should prescribe TFV language as it is 
prescribed by the UK Companies Act'. 
In conclusion, the findings of the cited empirical studies were basically referring to synonyms 
and concepts attached to the TFV phrase 
itself such as: absence of material errors, accurate and 
correct, compliance with GAAP, compliance with 
legal requirements, not misleading... etc. 
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5.6 Summary 
The following points have been learnt from the study of the TFV literature part (1): 
1- A much debated and still unanswered questions is `what does true and fair mean? Nominal 
definitions have been provided but no consensus has been reached. It is rather a dynamic 
concept which could have different interpretations based on the time and place of 
application. 
2- A major problem for the standard - setters from the 1980s has been the growth of creative 
accounting where the letter of the rules is used to breach the spirit of the rules. 
3- `True and fair view' is one of the significant concepts in British accounting. It has a wider 
potential significance in the political arena in which the accountants can define or enhance 
their professional status. 
4- The `true and fair' literature is not remarkable for empirical research. Findings of the cited 
empirical studies were basically referring to synonym and concepts attached to the phrase 
itself such as: absence of material errors, accurate and correct, compliance with GAAP, 
compliance with legal requirements, not misleading... etc. 
5- I do agree with Alexander and Archer that ethics has its word to say on the matter. And 
therefore, my prime motive is to undertake a study which assembles a body of an empirical 
evidence associated with a theoretical framework about the `true and fair view' concept 
within Islamic banks, which are ethically funded organizations, i. e., to look into the `true and 
fair view' with the added dimension of ethics in Islam. 
The next chapter is a continuation of the literature review conducted for the concept of TFV. 
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"A truth is always a compound of two half-truths, and you never reach it, because there is always more to say. " 
(Tom Stoppard, quoted in Cook, 1997) 
Chapter 6. 
Literature Review of TFV-Part (2) 
6.1 Introduction 
This chapter presents part (2) of the literature review relating to the concept of TFV. It is 
structured as follows. Section 2 discusses the background issues of TFV. Section 3 examines 
TFV in Continental Europe. Section 4 investigates TFV and the EC dimensions. Section 5 
considers TFV outside Continental Europe. And section 6 contains the summary. 
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6.2 TFV-Historical Background 
The historical background of TFV is discussed here as prior to and after the Fourth Directive as 
follows. 
6.2.1 Prior to the Fourth Directive 
The TFV wording appeared first in British Law in the Companies Act of 1947 and was then 
consolidated into the 1948 Act (Parker and Nobes, 1994). The requirement that every company 
balance sheet and profit and loss account shall give a` true and fair view' was introduced by 
section 13(1) of the Companies Act 1947 which became on consolidation section 149(1) of the 
Companies Act 1948 (Bird, 1984). The obligation placed on directors was to ensure that the 
balance sheet showed a `true and fair view' of the state of affairs of the company as at the end of 
its financial year and that the profit and loss account showed a `true and fair view' of the profit 
or loss of the company for the financial year. The auditors were required to report to the 
shareholders inter alia whether in their opinion the balance sheet and profit and loss account laid 
before the shareholders by the directors complied with this `true and fair' requirement (Cowan, 
1965). 
Combinations of `exact', `true', `distinct', `fair', `just', `correct', `properly drawn up', `full and 
fair', and `true and correct' were used in the 19th century. Until its displacement by the `true and 
fair' requirement, all the terms were employed and the legal requirement was that a balance sheet 
should be "properly drawn up so as to exhibit a `true and correct' view of the state of the 
company's affairs" (Parker and Nobes, 1994). 
In 1944, the ICAEW recommended to the Cohen Committee to replace the earlier terms by `true 
and fair view'. One of the institute's representatives indicated that `true and fair' was preferred 
to `true and correct' because some people feel that in dealing with matters of estimate the word 
`correct' is rather too rigid (Parker and Nobes, 1994). So, no elaborate reasons were given for 
such replacement. Sir Harold Howitt and Sir Thomas Robson commented on that: 
We have suggested the change to 'true and fair'. We discussed it among ourselves and felt that the word 'fair' is 
probably better than 'Correct' (quoted in Parker and Nobes, 1994, p. 1). 
A leading article in The Accountant (1944, p. 2) remarked: 
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The word `correct' has always been too strong because it implies that there is one view which is `correct' as against 
all others which are incorrect. In published accounts there is no standard of absolute truth and the Institute's 
suggested amendment would recognize that the presentation of the figures can be only that which is, in the personal 
opinion of the auditor, a `fair view' (quoted in Parker and Nobes, 1994, p. 2). 
The institute's memorandum of evidence suggested that the balance sheet should present a `true 
picture' of the state of the company's affairs. The predominant issue with this statement (the 
balance sheet) was the widespread use of undisclosed reserves. Therefore, the Cohen Committee 
recommended the addition of detailed requirements to disclose reserves and value assets in 
accordance with the historical cost/realized revenue model and the use of the `true and fair 
view'. With regard to the profit and loss account, it had been required that this account should 
give a `fair indication' or a `fair presentation' of earnings for the period. The Committee 
considered that the law should establish minimum requirements designed to ensure that the 
account should provide a `fair indication' of earnings since the main complaint was the lack of 
statutory guidance as to the disclosure of individual items (Parker and Nobes, 1994). Bird (1984, 
p. 482) also discussed the `fair presentation' or `fair indication' of the profit and loss account: 
We consider that the law should lay down minimum requirements as to the contents of the profit and loss, or income 
and expenditure, account calculated to ensure that it gives a fair indication of the earnings of the period covered by 
the accounts. 
The formula of TFV was also incorporated into the Fourth Directive of Company Accounts 
following the entry of the UK to the European Economic Community, because the British 
representatives were successful in their efforts to do so (Flint, 1982). 
6.2.2 The Fourth Directive 
As per the Fourth Directive Art 2 (3) "the annual accounts shall give a `true and fair view' of the 
company's assets, liabilities, financial position, and profit or loss", and therefore all member 
states of the EU require that companies comply with this (Walton, 1997). 
The work for the Directive began in 1965 under the chairmanship of Dr. Wilhelm Elmendorff. 
The key period in the process of drafting the Directive is from 1965 to 1974, which covers the 
expert report given to the European Commission on the content of and valuation rules for 
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financial statements. "The process of drafting [an EU' Directive] can be very long, may involve 
different groups of people, and may take place through a series of discrete stages and it does not 
therefore have the characteristic of a linear, rational progression. It is also not possible to find 
out in any satisfactory way what were the motivations of those concerned with the decision 
process. Even if one were able to interview everyone who took part, memories are notoriously 
unreliable and there is a possibility that people may simplify in a post-rationalization process" 
(Walton, 1997, p. 721). 
The chronology' of publishing the Directive goes back to 1965. In 1965, the European 
Commission asked the accounting profession in the (then) six member states (France, Germany, 
Italy, Belgium, Netherlands, and Luxembourg) to constitute an expert group to prepare a report 
on the harmonization of accounting for listed companies. Luxembourg in the event did not 
participate, but the so-called `troupe d'Etudes Droit des Societes' was formed under the 
chairmanship of Wilhelm Elmendorff who was a partner in an accounting firm in Düsseldorf. 
The Groupe d'Etudes finished its report in 1968, and was then asked to prepare a second report 
dealing with the extension of its harmonization recommendations into consolidated accounts and 
to the accounts of private limited companies. This draft was finished in 1970 and the first draft 
of the Directive appeared in 1971. Article 2(2) of the 1971 draft, the general requirements, 
stated that `the annual accounts shall conform to the principles of regular and proper accounting', 
while article 2(3) said that they `shall reflect as accurately as possible the company's assets, 
liabilities, financial position and results'. The first draft was the subject of published comments 
by the European Parliament, the Economic and Social Committee and the Groupe d'Etudes, 
quite apart from less public lobbying by governments and other interested parties. 
The UK, Ireland and Denmark joined the European Community in 1973. The second draft of the 
Directive was published in 1974, incorporating the `true and fair view' in article 2(2), `the annual 
accounts shall five a `true and 
fair view' of the company's assets, liabilities, financial position 
and results' and with no reference to the principles of regular and proper accounting. Article 
2(3) said that the accounts `shall be drawn up clearly and in conformity with the provisions of 
this Directive'. 
1 European Union 
z Me chronology of the Fourth Directive described here is based on the summary given by Walton (1997). 
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It could be seen that the 1974 draft of the Directive amended article 2 and incorporated the 
reference to a `true and fair view'. In its Explanatory Memorandum, which introduced the new 
draft, the European Commission commented on article 2: 
The new wording has been drafted in response to the wishes of both the European Parliament and the Economic and 
Social Committee. It brings out more clearly the essential principle that the annual accounts should be drawn up in 
such a way as to give a true and fair view of the position of the company. This principle implies that should the 
specific provisions of the Directive be of themselves insufficient to ensure that this objective is attained, the 
company will be legally obliged to provide further information. It has been possible to delete the reference to 
principles of regular and proper accounting since the requirement of a true and fair view necessarily implies that 
such principles must be observed. 
And in 1978, the final draft of the Directive was published. The (1978) version referred to the 
concept of `true and fair view' in (2.3) and also included the requirement for extra information if 
the application of the Directive would not be sufficient to give a `true and fair view' (2.4) and a 
possible override of specific rules in exceptional cases where the application of a provision of the 
Directive will not provide a `true and fair view' of assets, liabilities, financial position and 
results. So, if the application of a provision in the Directive does not lead to the accounts 
showing a `true and fair view', additional information will be required and even in exceptional 
cases where the application of a provision of this Directive is not compatible with showing a 
`true and fair view', companies are required to depart from this provision. This departure is 
often referred to as the `true and fair override' (Van Hulle, 1997). See Fig. 6.1 
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1971 Draft 1. The annual accounts shall comprise the balance sheet, the profit and loss (Article 2) 
account and the notes on the accounts. 
These documents shall constitute a composite whole. 
2. The annual accounts shall conform to the principles of regular and 
proper accounting. 
3. They shall be drawn up clearly and, in the context of the provisions 
regarding the valuation of assets and liabilities and the layout of 
accounts, shall reflect as accurately as possible the company's assets, 
liabilities, financial position and results. 
1974 Draft 1. (as per 1971 draft) 
(Article 2) 2. The annual accounts shall give a true and fair view of the company's 
assets, liabilities, financial position and results. 
3. They shall be drawn up clearly and in accordance with provisions of this 
Directive. 
1978 Final 1. The annual accounts shall compromise the balance sheet, the profit and (Article 2) 
loss account and the notes on the accounts. 
These documents shall constitute a composite whole. 
2. They shall be drawn up clearly and in accordance with the provisions of 
this Directive. 
3. The annual accounts shall give a true and fair view of the company's 
assets, liabilities, financial position and profit or loss. 
4. Where the application of the provisions of this Directive would not be 
sufficient to give a true and fair view within the meaning of paragraph 3, 
additional information must be given. 
5. Where in exceptional cases the application of a provision of this 
Directive is incompatible with the obligation laid down in paragraph 3, 
that provision must be departed from in order to give a true and fair view 
within the meaning of paragraph 3. Any such departure must be 
disclosed in the notes on the accounts together with an explanation of 
the reasons for it and a statement of its effects on the assets, liabilities, 
financial position and profit or loss. The Member States may define the 
exceptional cases in question and lay down the relevant special rules. 
6. The Member States may authorize or require the disclosure in the 
annual accounts of other information as well as that which must be 
disclosed in accordance with this Directive. 
Fig. 6.1 Article 2,4TH Directive, English Version 
(Source: Alexander (1993), The European Accounting Review, 1, p. 77) 
What follows is a discussion of the implementation of the Fourth Directive. 
6.2.3 Implementation of the Fourth Directive3 
The Directive took many years to implement. Some countries anticipated the content and then 
made subsequent legal adjustments (such as Belgium), others were quick off the mark (such as 
3s sub-section (6.2.3) draws from Nobes (1993) 
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the relative newcomers, Denmark and UK), some were slow (such as founder EC member, Italy) 
or had joined the EC after the adoption of the Directive (Greece, Spain, and Portugal). The laws 
come into force on dates after those shown in the following table. 
Country Implementation 
of Directive 
UK 1981 
Ireland 1986 
Netherlands 1983 
Denmark 1981 
France 1983 
Luxembourg 1984 
Belgium 1985 
Germany 1985 
Greece 1986 
Spain 1989 
Portugal 1989 
Italy 1991 
Table 6.1 Implementation of the Fourth Directive (source: Nobes, 1993) 
The national stances toward the implementations of the Directive may be classified into three 
main types: 
I- Continued dominance of TFV. In the UK and Ireland, the continued primacy of the TFV has 
been used both by standard setters and by directors and auditors to enable commercial 
circumstances of various sorts to prevail over specific legal considerations. The primacy of 
TFV has been used by the standard setters to override the details of the law in several cases. 
For example: 
a) SSAP 9 (Stocks and Work in Progress, para. 39 and Appendix 3, para. 12) suggests that 
LIFO should not normally be used because it will not give a `true and fair view', whereas the 
Fourth Directive (Art. 40) and the British law specifically allow it (Companies Act 1985, 
Schedule 4). 
b) SSAP 19 (Investment Properties) requires investment buildings not to be depreciated 
whereas the Fourth Directive and, therefore, the British law require all fixed assets with 
limited useful lives to be depreciated (Companies Act 1985, Schedule 4). 
c) Other cases where `true and fair' has been used may not override the detail of the law but 
address conflicts in it. For example, SSAP 20 (Foreign Currency Translation) requires the 
taking to income of gains on unsettled long-term foreign currency loans. This is not 
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`prudent', which is a mandatory principle in the Directive, and therefore the gains are not 
distributable. However, the Directive (Article 31.2) and the British law do allow departures 
from the basic principles for accounting. SSAP 20 claims that, in this case, the accrual 
convention (also a mandatory principle in the Directive) should override prudence in order to 
give a TFV. 
2- Enthusiastic change. In some countries, the implementation of the Fourth Directive was used 
as a means of changing accounting in an implicitly Anglo-Saxon direction. Governments 
(including stock market regulators) may have already been moving in this direction as capital 
markets expanded and international capital flows grew. Denmark, for example, was first to 
implement the Directive, included many options and seems closer in line with the UK and 
the Netherlands now than before the Directive. 
3- Specific rules continue to override general rules. In Germany, which seems to be an extreme 
example of this case, it is assumed that compliance with the legal provisions will normally 
ensure that a TFV is given. In particular, the Bilanzrichtlinien Gesetz of 1985, which 
implemented the Fourth, Seventh and Eighth Directives, it is the only EC implementation 
which does not specifically require the `true and fair view' to override legal provisions in 
exceptional cases (i. e. it does not implement Article 2.5). The German law uses the words 
from the Directive but, like the Spanish, precedes them with words which might be translated 
approximately as `in compliance with accepted accounting principles'. 
So, the Fourth Directive took many years to implement and the national stances toward the 
implementation of the Directive may be classified into three main types as mentioned above. A 
point worth noting in relation to the implementation of the Directive is the language of the 
Directive. Is there any official language? 
6.2.4 The Language of the Fourth Directive 
"If the EC had its own official language, there would be a translation problem, at least as regards 
German, English, and French, with article 2 of the Fourth Directive ... In English the `true and 
fair view' of the ... assets, liabilities, financial position and profit or loss could be interpreted 
literally as can exact and trustworthy picture of the assets, liabilities, financial situation and profit 
or loss'. As for the French version, that states the annual accounts should give `a faithful image 
of the owner's capital, the financial situation and the results'. But there is not a single official 
EC language, and in certain limited cases one could imagine that the expressions `real situation', 
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`exact and trustworthy picture' and `faithful image' are not equivalent to each other and that 
there are therefore several versions of the Fourth Directive ... 
[i. e. ] there are several Fourth 
Directives. " (Burlaud, 1993, p. 95). Hence, there are several versions of the Fourth Directive4 in 
different languages such as English, German, and French. 
The TFV signifiers, in all languages as prepared by the EC Commission in the adopted Directive 
of 1978, have been classified into dual and unitary wording using literal translations of the 
adjectives involved. On this basis, eight languages have a unitary wording and only English has 
a dual wording. See Fig. 6.2 
Dual Unitary 
True and Fair 
10 Faithful According to Real 
1 1 fars 1 
English Danish German (1978) Greek 
Dutch 
French 
German (1974) 
Italian 
Portuguese 
Spanish 
Fig. 6.2 `True and Fair' Signifiers in the Fourth Directive 
(Source: Parker and Nobes, 1994, p. 68) 
'The original version of the Fourth Directive was in French 
5tatsächlichen Verhältnissen = actual Circumstances 
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6.3 TFV in Continental Europe 
The TFV was exported to the countries of Continental Europe via the Fourth Directive. As per 
the Fourth Directive (Article 2.2) `the annual accounts shall give a true and fair view of the 
company's assets, liabilities, financial position and results'. There is no doubt that the TFV 
concept was new for some member states such as Germany, Austria, Finland and Sweden. Also, 
it was not possible to translate the words true and fair literally into any other community 
language in a meaningful way (Van Hulle, 1997). This is not surprising because history appears 
to indicate that the exact combination of the two adjectives may well be more accidental than 
intended (Flint, 1982). 
With the approval of the Fourth Directive, the TFV rule of Art 2(3)-(5) has become, from a legal 
point of view, the dominant accounting principle for those countries belonging to the European 
Community. The way the Directives operate in the EU is that they have to be enacted into 
national law of the member states. The relevant UK legislation is the Companies Acts 1981, 
1985, and 1989 (Alexander and Archer, 2000). 
However, the doctrine of the TFO in Art 2(5) introduced a clear conflict of laws in implementing 
the Directive for member states in which a number of detailed accounting rules are included in 
the law and whose legal systems are characterized by the Roman Law doctrine that `Lex 
Specialis takes precedence over Lex Generalis'(Ordelheide, 1993). 
The override power of the TFV has its analogues in the UK, Ireland, and Netherlands, but there 
were no analogies in countries such as Germany and France. Other EC countries fall between 
the two extremes (Parker and Nobes, 1994). In the Netherlands, Parker (1998, p. 155) states that 
"the readers of the accounts must be given what in British company legislation is referred to as a 
`true and fair view' ... Where these are 
insufficient to provide the information required in Article 
362(1), a company must disclose additional information in its annual accounts and, if necessary, 
depart from the regulations. The reasons for such a departure must be stated in the notes, where 
necessary with an indication of its impact on the financial position and profit or loss (Article 362 
(4)" In Germany, Macharzina and Langer (1998, p. 222) explain that the "annual financial 
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statements must be, in compliance with required accounting principles6, present a `true and fair 
view' of net worth, financial position and results. If special circumstances result in the financial 
statements not showing a `true and fair view', additional disclosures are required in the notes. 
This implies that the `true and fair view' concept is not overriding and does not require 
accounting principles to be adjusted (Alexander, 1993 and 1996; Ordelheide, 1993 and 1996); in 
case of doubt, observance of the concept is achieved by disclosures in the notes ... 
German 
accounting is in general, then, rather conservative (Evans and Nobes, 1996)" In Germany, 
"specific rules continue to override general rules ... which seems to 
be an extreme [case], it is 
assumed that compliance with legal provisions [specific rules] will normally ensure a TFV is 
given" (Parker and Nobes, 1994, p. 78). The German legislator has not implemented Art 2(5) 
sentence 1 of the Directive into German laws because: 
1- The overriding property in itself does not match with German accounting law, independently 
of the content of the general norm. 
2- The possible content associated with the `true and fair view' principle posed a problem. 
(Ordelheide, 1993). 
In France, according to Standish (1998, p. 209): 
The introduction into French accounting law of the term 'true and fair' (Image fidele) occurred as the direct result of 
the [F]ourth Directive, in the 1983 accounting law. Prior to that time, there was no room in French accounting law 
and practice for applying an overriding judgemental acceptance criterion to annual accounts. How to interpret what 
is meant by a `true and fair view' and when that overriding judgement should be made about annual accounts have 
been difficult issues for the French. Much professional discussion on the subject records or mirrors the views of 
English-speaking writers on 'true and fair' but, in the end, departure from the requirements of the PCG [Plan 
comptable general] is seen as valid only in quite exceptional if undefined circumstances. The term has been 
captured within pre-existing French accounting concepts, law and jurisprudential values, expressed in the 
requirement that the annual accounts be drawn up on the basis of prudence, sincerite, regularitee. But these in turn 
arc to be interpreted against the general French legal background of codified law, in which the interpretative 
approaches adopted by courts in common law nations have no ready equivalence. 
Furthermore, Parker and Nobes (1994) suggested that the EC countries could be seen as being on 
a continuum with respect to the effects of the TFV. They have identified five different positions 
as follows: 
1- TFV is used by directors/auditors in interpreting the law and standards or where there is no 
law or standard, and sometimes to override the law or standards. TFV can also be used by 
standard-setters to make rules that override details of the law (UK, Ireland). 
6 unter Beachtung der grundsätze ordnungmattiger Buchführung - Subject to the observance of the principles 
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2- TFV (and `insight') is used by directors/auditors as the basic principle in interpreting the law 
and (non-governmental) guidelines. It can be used by them to override guidelines and, 
potentially, in exceptional cases, the law. It is also used by guidelines-setters to make rules 
but not to override the law (The Netherlands). 
3- The arrival of TFV was used by law-makers to allow some change towards `substance' rather 
than `form'. It may be used by directors/auditors when there are no governmental or legal 
requirements, or to interpret requirements and, in principle, to override them (including legal 
ones) in exceptional cases (France, Spain). 
4- TFV may be used by directors/auditors to interpret government requirements or in cases 
where there are no requirements. In very exceptional cases, which in practice will probably 
not arise, it could be used to depart from the law (Italy). 
5- It is unresolved whether TFV relates to disclosure in the notes only, or whether it might be 
usable by directors/auditors to interpret government or legal requirements, or in cases where 
there are no requirements, as regards the financial statements themselves. It is clear, 
however, that TFV cannot be used to depart from the law (Germany). 
6.4 TFV and the EC? 
Alexander, Burlaud, Ordelheide and Van Hulle considered the EC dimensions of TFV in a 
special section of the European Accounting Review (May 1993). 
Ordelheide (1993) argued that there are two TFV principles: British and European. Ordelheide 
explained: "it is not the `true and fair view' principle of a specific country but that of Art. 2(3} 
(5) of the Fourth Directive, which is now a European accounting principle. With the 
transformation of the Fourth Directive, the old general norms of the EC countries, and thus the 
British `true and fair view' principle contained in the Companies Acts before the implementation 
of the Fourth Directive, are now legal history. At first glance, it may seem like splitting hairs to 
distinguish between the traditional British principle of `true and fair' and the European `true and 
fair view' principle. But legally this is warranted because of the different legislative bodies and 
the different areas of application of the norms. The `true and fair view' principle of the Fourth 
regular accounting 
7European Commission 
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Directive is an autonomous European norm. From a British perspective, this may be easily 
overlooked because of the identical wording in the former British Companies Act and in the 
British version of Art. 2(3)-(5) of the Fourth Directive. In the German and French versions of 
the Fourth Directive this legal difference between pre-Fourth Directive principles, including the 
British `true and fair view' principle, is different and the European `true and fair view' becomes 
clear because of the wording ... the content of the 
European `true and fair view' principle would 
be determined above all by the effective EC Directive. At the moment this is the Fourth 
Directive. The most important source for understanding the content of the European `true and 
fair view' principle are the more concrete accounting principles ... and the 
individual legal 
accounting rules ... of the 
Fourth Directive" (p. 81). 
Alexander (1993) pointed out that Art 2 of the Fourth Directive dealing with `true and fair' has 
been implemented in substantially different ways in the UK, France and Germany and concluded 
"a common Europe-wide view of TFV implies a common and homogeneous European culture", 
i. e., Alexander argued that a common Europe-wide view of TFV is neither advantageous nor 
expected. Alexander suggested: 
1- TFV is, and is necessarily8, an overriding requirement. 
2- TFV is always relevant, either directly or through influence on accounting regulation. 
3- In most situations TFV will work indirectly through influence on accounting and reporting 
regulations. This requires proper and sensible regulation prepared with rigour and 
intellectual honesty. The UK has failed in this respect in recent years and cannot be used as a 
model. 
4- The way forward, with TFV as with financial reporting as a whole, is through increasing 
conceptually based understanding of what financial statements are trying to do and how they 
can best do it, coupled with exploration and education of actions and attitudes across Europe 
and beyond. 
Alexander (1996, p. 485) further argued: "accounting ... 
is culture related and culture specific, in 
its practice and its application. A single European view of any stated concept is only likely if 
gin 1998, Alexander and Archer subsequently argued against the `true and fair override' doctrine based on the idea 
that the 'true and fair override' is not merely problematic from a legal point of view, but is also philosophically 
incoherent given the nature of 'truth' and `reality' in accounting. This was discussed in chapter 5. 
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Europe develops a single common culture, and this is both unlikely and undesirable ... only if 
detailed law and the culture of its application and interpretation were identical throughout all EC 
member states would the various national contexts all coalesce to a true commonality. Only then 
could we probably talk about a European TFV being in practical operation. Only if that 
impossible nirvana actually came into existence could we truly talk about a European true and 
fair view" (1996, p. 485). 
Burlaud (1993) shared a similar view with Alexander. Burlaud believes that there a number of 
different "Fourth Directives", depending on which language version one chooses. 
Likewise, Van Hulle (1993, p. 100) argued: "I find it difficult to draw any important conclusions 
from the different language versions of the Fourth Directive for the interpretation of the `true and 
fair view' principle. It is impossible to translate the words `true and fair' literally into any other 
Community language in a meaningful way. This cannot come as a surprise because history 
seems to indicate (Flint, 1982: 6) that the exact combination of the two qualifications may well be 
more accidental than intended. If this is already so in English, we should not be too demanding 
for the other language versions. It is of course correct to say that all nine language versions of 
the Directive have identical standing. But it is no secret that the expression `true and fair' is the 
original version and serious attempts were made to translate this difficult combination of words 
into the other Community languages. " 
The view of Alexander, Burlaud, and Van Hulle was explicitly supported by Nobes (1993, p. 42): 
Ordelheide (1993) suggests that, in cases of conflict, the ultimate meaning of TFV in any (or all) EC jurisdictions 
can now only be decided by the European Court, which may construe a meaning quite different from that intended 
by the inventors of the source phrase. One can certainly agree with Ordclheide that the UK meaning may not be 
legally relevant elsewhere. However, given that what is signified by TFV is related to practice (i. e. to what the 
readers of accounts expect to see), and given that practice is clearly different in different EC countries, it is hard to 
see that a Court could arrive at the view that TFV meant the same thing in each EC country. 
In short, Alexander, Burlaud, Van Hulle, and Nobes believe that there is no European TFV as 
such in contrast to Ordelheide. TFV is a British export to the EC countries via the Fourth 
Directive. There are several versions of the Directive depending on the language version one 
chooses to read. Even it is impossible to translate the words `true' and `fair' literally into any 
other Community in a meaningful way. Therefore, the annual accounts which are regarded as 
`true and fair' in one EC country would not necessarily be interpreted as such in another EC 
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country. This is due to the differences in their cultures and (as Alexander argued that accounting 
is culture related and culture specific), in its practice and its application. 
6.5 TFV: Outside Continental Europe 
6.5.1 USA9 
In the US, the phrase `present fairly in conformity with GAAP'has been a part of the standard 
US audit report since 1939. In the 1970s the phrase was subjected to some important criticism. 
In 1978 the Commission on Auditors' Responsibilities (the Cohen Commission) recommended 
that the word `fairly' be deleted from the standard audit report. The Commission (Commission 
on Auditors' Responsibilities, 1978, p. 74) citing a survey conducted on its behalf, contended 
that: 
Significant misunderstanding of the phrase `present fairly in conformity with generally accepted accounting 
principles' was evidenced by a majority of respondents. 
The Commission went on to state that PFGAAP: `has been the subject of widely varying 
interpretations in the accounting literature and that it is vague and ambiguous not only to laymen, 
but also to many independent auditors'. 
In the US, auditing standards are promulgated by the Auditing Standards Board (US ASB), a 
subcommittee of the American Institute of Certified Public Accountants (AICPA), the foremost 
professional association of public accountants. Before issuing a final Statement of Auditing 
Standards (SAS), the US ASB will publish an exposure draft of the proposal statement and 
solicit public comment. In 1980 the recommendation of the Cohen Commission to delete `fairly' 
was included by the US ASB in the exposure draft for a proposed SAS. The US ASB received 
453 responses submitted by public accountants, industrial firms, and financial institutions. 
Dillard and Jensen (1983) found that out of six major proposed changes in the exposure draft, the 
proposal concerning the deletion of `fairly' exhibited the highest level of opposition from each of 
the three groups studied. The US ASB eventually withdrew the exposure draft from further 
deliberation. 
9This sub-section (6.5.1) draws from McEnroc and Martens (1998) 
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The current authoritative guidance on PFGAAP is SAS 69, The Meaning of Present Fairly in 
Conformity with Generally Accepted Accounting Principles in the Independent Auditor's Report 
(AICPA, 1992). SAS 69 superseded SASS (AICPA, 1975) which bore the same title. SAS 69 
like its predecessor SAS 5 mostly concerns the definition of GAAP and not the definition of 
PFGAAP. 
There are three references to fair presentation in SAS 69 contained in paragraph 3,4 and 5. 
Paragraph 3 reads as follows: 
The independent auditor's judgment concerning the `fairness' of the overall presentation of financial statements 
should be applied within the framework of generally accepted accounting principles. Without the framework, the 
auditors would have no uniform standard for judging the presentation of financial position, results of operations, and 
cash flows in financial statements. 
Paragraph 4 of SAS 69 says that "the auditor's opinion as to fair presentation in conformity with 
GAAP should be based on his or her judgement not only as to whether the accounting principles 
applied have general acceptance, but also as to whether the principles applied are appropriate in 
the circumstances". 
Paragraph 5 contains the following remarks relevant to PFGAAP: 
Rule 203 (of the AICPA Code of Professional Conduct) provides that an auditor should not express an unqualified 
opinion if the financial statements contain a material departure from pronouncements unless, due to unusual 
circumstances, adherence to the pronouncements would make the statements misleading. Rule 203 implies that 
application of officially established accounting principles almost always results in the fair presentation of the 
financial position, results of operations, and cash flows, in conformity with GAAP. Nevertheless, rule 203 provides 
for the possibility that literal application of such a pronouncement might, in unusual circumstances, result in 
misleading financial statements. 
A clue as to what makes the application of accounting principles `appropriate' or not 
`misleading' is provided in paragraph 6: "Generally accepted accounting principles recognize the 
importance of reporting transactions in accordance with their substance. The auditor should 
consider whether the substance of transactions or events differs materially from their form". 
Therefore, a rough definition of PFGAAP per SAS 69 would be as follows: `present fairly in 
conformity with GAAP' means `present in conformity with GAAP, and present in a non- 
misleading way because transactions and events have been reported in accordance with their 
substance', i. e., economic substance rather than legal form. 
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In the US, accounting principles for businesses and not-for-profit non-governmental entities are 
promulgated by FASB and accounting principles for nonfederal governmental entities are 
promulgated by the Governmental Accounting Standards Board (GASB). Both the FASB and 
the GASB have their members appointed by and are supported by the Financial Accounting 
Federation, a private foundation with trustees from the financial and business community. SAS 
69 sets up two hierarchies of sources of GAAP, one hierarchy for non-governmental GAAP and 
one for governmental GAAP. Promulgation by the FASB occupies the primary place in one 
hierarchy and promulgation by GASB occupies the primary in the other. 
Therefore (and by using the definition of PFGAAP per SAS 69 given above), four possibilities 
can be distinguished. Statements could be in conformity with GAAP and report in accordance 
with substance (typical accurate statements); statements could be in conformity with GAAP and 
not report in accordance with substance (statements which involve `creative accounting' that 
uses GAAP `loopholes' would fit in here); statements could be out of conformity with GAAP but 
still report in accordance with substance (these statements would exemplify the `unusual 
circumstances' mentioned in paragraph 5 of SAS 69); and statements could be out of conformity 
with GAAP and not in accordance with substance (typical inaccurate statements). 
In fact, `present fairly' is "a term that was developed in the private sector but which seems not 
to be invoked in professional or regulatory circles. Today, discussions within the major 
accounting firms, and between the firms or corporations and the SEC's [Security and Exchange 
Commission] accounting staff over the propriety of accounting or disclosure practices revolves 
about the question, `Is it GAAP? " (Zell, 1995). 
To relate the TFV in the UK and PFGAAP in the US, it could be concluded that: 
1- TFV in the UK is a legal requirement as per the Companies Act 1947 (then consolidated into 
Companies Act 1948) and also incorporated via the Fourth Directive (1974) (Art 2.2), into 
the Companies Act 1985. However, Zeff (1993) stated that: "[PFGAAP] is not in U. S. 
legislation, it is no more than an amorphous standard of quality invoked by the AICPA ... In 
the United States ... the governing criterion is conformity with GAAP. `Present fairly' is 
defined by reference to conformity with GAAP, and there is no authoritative literature in the 
United States in which `present fairly' is explained or defined ... therefore, `present fairly' 
is 
not in itself the governing criterion by which financial statements are judged by the 
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organized accounting profession and by the ... SEC" (quoted 
in Alexander and Archer, 1998, 
p. 9). 
2- There is no consensus in the UK as to what TFV means1° (McEnroe and Martins, 1998). In 
the USA, "Present fairly" is defined by reference to conformity with GAAP, and there is no 
authoritative literature in the US in which the phrase is explained or defined. 
3- PFGAAP is not an overriding principle, in contrast to the TFV. The issue of TFO came up 
recently during discussions concerning the adoption of a revised International Accounting 
Standard (IAS) on Presentation of Financial Statements (LAS 1, revised). In the exposure 
draft (para 15), it was stated: `Financial statements should present fairly the financial 
position, performance and cash flows of an enterprise. In respect of transactions and events 
that are dealt with in International Accounting Standards, the appropriate application of 
International Accounting Standards, with additional disclosure when necessary, results in 
financial statements that present fairly such information. Additional disclosures, beyond 
those required by International Accounting Standards, should be made when this is necessary 
to achieve a fair presentation'. The US came out strongly against the override because it 
feared abuses. The representatives of the SEC argued that although there is an override test 
in the auditing standards in the US, no registrant with the SEC had ever applied the override 
in its financial statements (Van Hulle, 1997). But in the final version of IAS 1 (revised) para 
16-18 contain the possibility of an override. 
4- Stacy (1997, p. 708) believes that: 'While intellectually ... there is a difference between 
`presents fairly in accordance with ... 
' and `true and fair view', in practical terms ... the 
distinction has been lost as ... more and more accounting rules are [produced] 
in the UK. 
The reasonable expectations of users of financial statements, which are fundamental to an 
interpretation of `true and fair', are bound to be shaped by accounting standards so that over 
time reasonable expectations get closer and closer to the rule book, [i. e., GAAP]". 
6.5.2 Australia 
McGregor (1992) explained the historical background of TFV in Australia. He stated that the 
concept of TFV began its life in the UK, courtesy of the Joint Stock Companies Registration and 
Regulation Act of 1844. This Act required joint stock companies to prepare `full and fair' 
balance sheets. By the 1900 the language had changed; balance sheets were to show a `true and 
1°The nominal definitions of TFV were discussed in chapter 5. 
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correct view' of the state of the company's affairs, and the obligation to apply the standard had 
been shifted to auditors, but the notion remained largely intact. It was around this time that the 
concept was exported to Australia. 
The Companies Act of 1948 was the culmination of modern legislative developments in 
company law in the UK, and was the basis of modern Australian companies legislation. The UK 
1948 Act required: `Every balance sheet of a company [to] give a `true and fair view' of the state 
of affairs of the company as at the end of its financial year, and every profit and loss account of a 
company [to] give a `true and fair view' of the profit or loss for the financial year' (section 149). 
An important feature of the way in which the concept of `true and fair view' has been employed 
in Australian and UK companies law is that it overrides the more specific financial reporting 
requirements in the law, in that it places on directors an obligation to go beyond mere 
compliance with the specific requirements in order to give a `true and fair view'. Thus whilst 
directors must ensure that the financial statements provide the specific information required by 
the law, for example, the requirements set out in Schedule 5 to the Corporation Law, they must 
also provide any additional information necessary to give a `true and fair view' of those matters. 
With the formation in Australia in 1983 of the Accounting Standards Review Board, the then 
Companies Act and Codes were amended to give legislative backing to accounting standards 
approved by the Board. Under the new regime, balance sheets and profit or loss accounts were 
to be drawn up in accordance with applicable approved accounting standards. The Act retained 
the `true and fair' concept but contained a fundamental deviation from the way in which the 
concept had been applied in previous Companies Acts. Rather than requiring compliance with 
the accounting standards and with the then Schedule 7 to the Act and Codes and the provision of 
any additional information necessary to give a `true and fair view', the new legislation permitted 
directors not to apply an approved accounting standard if, in their opinion, such application 
would not give a `true and fair view'. 
These provisions were initially transferred largely unaltered to the Corporations Law, courtesy of 
the Corporation Act 1989. The 1991 amendments to the Corporations Law which apply to 
financial years ending on or after 31 December 1991, effectively revert to the pre-1983 regime 
whereby directors will be required to comply with the specific financial reporting provisions, 
including accounting standards, and when compliance would not, in the directors' opinion, give 
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a `true and fair view', they will be required to add such additional information as is necessary to 
give a `true and fair view'. The result of the changes is that the financial statements as a whole 
must now give a `true and fair view' and comply with only those accounting standards which the 
directors believe are consistent with giving a `true and fair' view. 
Under the prevailing Corporations Law, in circumstances where directors fail to comply with 
approved accounting standards on the grounds that compliance would not give a `true and fair 
view', they and the auditors are required to state why compliance would not have given a `true 
and fair view'. In very few cases do directors and auditors explain why compliance with a 
standard would not give a `true and fair view'. The reluctance of the auditor is understandable. 
What do they do when faced with Company B's financial statements which have been prepared 
in accordance with a particular accounting standard, when they have gone on record in respect of 
Company's A financial statements (both companies being in the same industry facing similar 
circumstances) in setting out the reasons why compliance with the standard would not give a 
`true and fair view'? Would they not be morally obliged to qualify Company B's financial 
statements for complying with the accounting standard? (McGregor, 1992). 
Gearin and Khandelwal (1995), likewise, discussed the TFO in Australia. They reported that 
there has been a heated debate as to whether a TFO of the standards should be allowed. 
Supporters of the TFO say that the preparers of financial reports should have the power to depart 
from a standard, if they believe that that particular standard is not appropriate. On the other 
hand, the supporters of mandatory standards say that the TFO means authorizing the directors to 
do whatever they want with the financial statements. Both sides claim the moral high ground. 
The proponents of the TFO say that self-regulation is the highest form of regulation. They argue 
that it imposes self-discipline, responsibility and high ethical standards. They also say that the 
standards are moving away from the reality of business, becoming too complex, and thus 
preventing the presentation of a TFV. An important factor in favour of TFO is that the directors 
are in a position to know more about the business than anyone else. In a situation where a TFO 
is allowed, the directors may be more willing to use their own judgment and that could result in 
more meaningful financial statements. The reports prepared under TFO can provide a better 
overall picture of the business than reports prepared under a mere technical application of 
accounting standards. 
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The supporters of mandatory standards say that the term TFV is so ambiguous that it could mean 
very much what the directors want it to mean. According to them, it is the standards that provide 
the solid framework for financial reporting. They also argue that compliance with accounting 
standards usually provides a TFV. They believe that the TFO has many disadvantages. It is very 
subjective and therefore open to abuse. It can be applied selectively to suit the occasion. A 
regular application of TFO could affect seriously the consistency, reliability and comparability of 
the financial information. 
Gearin and Khandelwal (1995) continued their discussion by pointing out that Australia is 
becoming increasingly reliant on international investment for economic growth and that the 
Australian Accounting Standards Board (AASB) stated in a recent publication that it 
acknowledges the increasing importance of foreign capital to the Australian economy and the 
merits of improving the international comparability of Australian accounting standards. The 
ideal situation would be for all countries to follow one set of standards. However, in the absence 
of this, a consistent application of the existing standards would still go a long way to meeting the 
requirements of international users. Therefore, a TFO could seriously affect the international 
perception of the quality of Australian financial statements. 
In short, the TFO, in Australia, is considered as being open to abuse. It is used to depart from 
the accounting standards but not to override the detailed requirements of the Companies Act. 
The standards have been departed from to a much greater extent than in the UK on the grounds 
of `truth and fairness'. Some companies have been presenting two sets of financial statements: 
one in accordance with the accounting standards and the other in compliance with the TFV 
requirements (Parker and Nobes, 1994). So, this is an example of the problem that can arise 
from the use of TFO. McGregor (1992) suggested replacing the TFV concept with an even more 
clearly defined framework. Specifically, he suggested to replace the requirement of TFV with 
the requirement of `present fairly the financial position and results of operations of the company 
in accordance with Statements of Accounting Concepts and Accounting Standards', similar to 
USA. 
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6.6 Summary 
Briefly, the following points have been learnt from the study of the TFV literature (Part 2): 
1- It is legally required in the UK that the annual accounts shall give a `true and fair view' of 
the company's assets, liabilities, financial position, and profit or loss. If the application of a 
provision in the Fourth Directive does not lead to the accounts showing a `true and fair 
view', additional information will be required and even in exceptional cases where the 
application of a provision is incompatible in showing a `true and fair view', companies are 
required to depart from this provision. This departure is often referred as the `true and fair 
override'. 
2- The concept of the `true and fair view' was exported to the Continental Europe via the Fourth 
Directive. The way the Directives operate in the EU is that they have to be enacted into 
national law of the member states. The relevant UK legislation is the Companies Acts 1981, 
1985, and 1989 (Alexander and Archer, 2000). The override power of the `true and fair 
view' has analogies in the UK, Ireland, and Netherlands, but there was no analogy in 
Germany and France. Other EC countries fall between these two extremes. 
3- The fair presentation requirement, in the US, is merely no more than compliance with 
GAAP. The fair presentation requirement is not in the US legislation; it is not more than "an 
amorphous standard of quality invoked by the AICPA" (Zeff, 1995). 
4- In Australia, the `true and fair view' is considered as being open to abuse. It could be used to 
depart from applicable accounting standards but not to override the detailed requirements of 
the Companies Act. The standards have been departed from to a much greater extent than in 
the UK on the grounds of "truth and fairness". Some companies have even presented two 
sets of financial statements: one in accordance with the accounting standards and the other in 
compliance with the claimed `true and fair' requirements. This illustrates a problem of the 
'true and fair override'. 
5- It is worth noting that there is no literature which discusses the TFV within the context of 
Islamic banks in terms of. 1) Islamic business ethics. 2) Issue ofShari'a compliance. This 
study attempts to investigate the TFV with reference to these two points. 
The next chapter discusses the research methodology of the present study. 
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"When you have decided on a topic, refined it and specified objectives, you will be in a position to consider how to 
collect the evidence you require... Only then do you ask `What is the best way to collect information? " (Bill, 1993, 
p. 63) 
Chapter 7. 
Research Methodology 
7.1 Introduction 
This chapter discusses the research methodology of the current study. Section 2 provides a brief 
account of the research process up to the point when the decision on the data collection 
technique was made. Section 3 describes the research instrument. Section 4 focuses on the 
composition of the sample. Section 5 examines the pretesting of the questionnaire. In section 6, 
the discussion moves on to the administration of the questionnaire. Section 7 summarizes the 
forms of analysis used to analyze the collected data. And Section 8 contains concluding 
remarks. 
7.2 The Research Process 
Most research methodology textbooks (e. g. Saunders et al, 2000) present research as a multi- 
stage process that should be followed in order to undertake and complete the research project. 
The precise number of stages varies, but they usually include formulating and clarifying the 
topic, reviewing the literature, choosing a research strategy, collecting data, analyzing data and 
writing up (Saunders et al 2000). 
This study followed a research process quite similar to that described in research textbooks. 
What follows now is a description of the sequence of stages, which led to the finalization of the 
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research questions and the design of the research instrument. The sequence was as follows (See 
Fig. 7.1): 
1- Formulating and clarifying the topic. 
2- Reviewing the relevant literature. 
3- Identifying the main issues in the literature. 
4- Defining the research objectives. 
5- Development of research hypotheses. 
6- Deciding on the type of data. 
7- Deciding on a data collection technique. 
Formulating and clarifying 
the topic 
I Reviewing the relevant I 
literature 
Identifying the main Issues in 
the literature 
Defining the research objectives i Development of research hypotheses 
Deciding on type of data 
Deciding on a data collection 
technique 
Fig 7.1 The Research Process 
Source: Author 
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7.2.1 Formulating and Clarifying the Topic 
Formulating and clarifying the research topic is the starting point in undertaking a research 
project. "Without being clear about what you are going to research it is difficult to plan how you 
are going to research it" (Saunders et al, 2000, p. 12). This is similar to the conversation between 
Alice and Cheshire Cat (Carroll, 1989, p. 63, quoted in Saunders et al, 2000, p. 12): 
`Would you tell me, please, which way I ought to walk from here? T 
'That depends a good deal on where you want to get to, ' said the Cat. 
`I don't much care where, ' said Alice. 
'Then it doesn't matter which way you walk, ' said the Cat 
The topic for the present study focuses on the TFV within the context of Islamic banks since the 
existing contributions to the literature on the TFV, so far, have been made from a secular 
perspective. 
7.2.2 Reviewing the Relevant Literature (See Chapters 2,3,4,5 and 6) 
The literature review was carried out with the aim of summarizing the existing body of 
knowledge in the field, which the present study was to build upon. The main sources of the 
literature review were journals, books, newspapers, conference proceedings, reports, and theses. 
According to Saunders et al (2000), the structure of the literature review could be one of the 
following: 
1- A single chapter, 
2- A series of chapters; or 
3- Throughout the project report as the relevant issues are tackled. 
For the present study, the literature review was summarized in a series of chapters (chapters 2-6) 
discussing the following: 
i- Business and accounting ethics in Islam (Chapter 2). 
2- Islamic banks-an overview (Chapter 3). 
3- Auditing of Islamic banks (chapter 4). 
4- A literature review of TFV (Chapters 5 and 
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7.2.3 Identifying the Main Issues in the Literature 
The literature review of TFV (chapters 5 and 6) was of necessity based on the TFV concept in a 
secular context where "it became accepted that business was conducted in accordance with 
secular principles (which eventually developed into economic theory) and that religion was 
confined to personal morality and belief... the policy of business is business" (Gambling, 1994, 
p. 47). 
The literature review of TFV within the secular context revealed that a much debated and still 
unanswered question is `what does true and fair mean? ' Nominal definitions have been provided 
but no consensus has been reached. The meaning of a `true and fair view' is of crucial 
importance. From a legal point of view, UK courts have placed considerable reliance on expert 
witnesses in developing accounting case law. The expert witnesses as to the meaning of TFV 
would be likely to be composed in large measure of "pillars of the accounting profession". TFV 
means whatever the "pillars of the accounting profession" officially declare it to mean. TFV has 
different meanings at different times (Alexander and Archer, 2000). 
Also, this review revealed that the requirement to provide a TFV within the secular context could 
be considered as a secular ethical and legal requirement. The TFV in the UK was clearly 
established as an over-riding requirement in the 1947 Companies Act and then in the 1948 
consolidating act. It is now expressed in section 226 of the 1985 Act, a section inserted as an 
amendment by the 1989 Act. Auditors are given a corresponding duty to report on this 
requirement, stating whether in their opinion the accounts have been prepared in accordance with 
the Acts, and whether in their opinion a `true and fair view' is given (Alexander and Archer, 
2000). 
On the other side, the literature review highlighted that in the US the governing criterion is 
conformity with GAAP. `Present fairly' is defined by reference to conformity with GAAP. 
There is no authoritative literature in the US in which `present fairly' is explained or defined 
(Zeff, 1993, quoted in Alexander and Archer, 2000). The term of `present fairly' was developed 
in the private sector (AICPA). The discussion within the major accounting staff over the 
propriety of accounting or disclosure practices revolve about the question, `is it GAAP? ' (Zell, 
1995). 
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Furthermore, it has been learnt from this review that the TFV literature is not known for an 
emphasis on empirical research. The findings of the cited research studies stressed that the 
concept of TFV needs to be examined across different contexts, populations, and regions since 
"aggregating evidence among different contexts, populations and regions can contribute towards 
the true and fair literature" (Low and Koh, 1997, p. 201). TFV could be empirically examined 
within the context of Islamic banks, which are ethically funded organizations, i. e., to look into 
the TFV with the added dimension of religious ethics in Islam. 
Islam does not recognize the separation between spiritual and temporal affairs, and considers 
commerce as a matter of morality and subject to the precepts of the Shari 'a. Hence, Islamic 
banks must abide by the Shari 'a precepts in all business and financial transactions. Islamic 
banks are a new type of (religious) business organizations that were established in the mid- 
1970's in order to meet the needs of those who adhere to the Islamic faith in their financial 
transactions. As an alternative to the receipt and payment of rfba which is prohibited by the 
Shari 'a, Islamic banks mobilize funds on the basis of Musharaka, Mudaraba ... etc. (Karim, 
1996). 
These banks are audited by the SSB and external auditors (from different perspectives). Both the 
SSB and the external auditors have the right of access to any source of information. At the end 
of the Islamic bank's financial year, they issue two separate reports, which are published in the 
annual report of the bank. These two reports are meant to give credibility to the information 
contained in the financial statements. They are made accessible to any interested party at no 
cost: a free good (Archer and Karim, 1997). 
The relevance of the concept of TFV, which is used by the external auditors in expressing an 
opinion about the financial statements of the audited organizations in a secular context, to 
Islamic banks is due to the fact that the external auditors of Islamic banks in a number of 
countries (including Bahrain) attest in their report, issued to the shareholders of Islamic banks, as 
to whether the financial statements of Islamic banks provide a `true and fair view' of the 
financial position, results of operations, and cash flowsl. 
In fact, in Bahrain it is a legal requirement that the Islamic banks should be audited by the External auditors. Also, 
it is a requirement of AAOIFI's auditing standards (ASIFI # 1). 
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The concept of TFV, within the Islamic context, is extended by AAOIFI to refer to the issue of 
compliance with the Shari 'a Rules and Principles, Islamic accounting standards issued by 
AAOIFI, and relevant national accounting standards which do not contravene the Shari 'a (ASIFI 
# 1). 
For the Islamic financial institutions, the requirement to provide a TFV may be considered as a 
religious requirement, since Islam does not recognize any separation between economic and 
spiritual affairs. Allah says: "Truly' We did offer AI-Amara (the trust or moral responsibility or 
honesty and all the duties which Allah has ordained) to the heavens and the earth, and the 
mountains, but they declined to bear it and were afraid of it (i. e. afraid of Allah's Torment). But 
man bore it" (Quran, Surah 33, Al-Ahzab, verse 72). Prophet Mohammed (peace be upon him) 
said: "a trustworthy and an honest and truthful businessman will rise up with martyrs on the Day 
of Resurrection" (Tirmidhi)2. 
We can see that both the quoted verse of Quran and the hadith stressed the importance of 
Amana. A Muslim businessman is required to be ameen (trustworthy and honest) in his dealings 
with others. A Muslim businessman is required to obey and satisfy Allah in his financial and 
non-financial dealings with others. A Muslim businessman is accountable for his actions before 
Almighty Allah on the Day of Judgement. 
7.2.4 Defining the Research Objectives 
Having identified the main issues in the literature related to the concept of TFV, what follows 
presents the objectives of this study. 
This research attempts to answer the following three questions: 
1- Is providing a `true and fair view' in the financial statements and notes perceived as just a 
secular ethical and legal requirement, or also as a religious one, within the context of Islamic 
banks? 
2- What is `true and fair' perceived to mean within the context of Islamic banks? 
3- What are the implications of the answers to questions 1 and 2 above for the responsibilities 
of the external auditor of Islamic banks? 
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These three questions have within them more specific questions, which are: 
a) What is AAOIFI perceived to do to contribute to ensuring the truth and fairness of the 
financial statements of Islamic banks? 
b) What is MGT perceived to do to ensure the truth and fairness of the financial statements of 
Islamic banks? 
c) What is EA perceived to do to attest as to the truth and fairness of the financial statements of 
Islamic banks? 
d) What is SSB perceived to do to contribute to ensuring the truth and fairness of the financial 
statements of Islamic banks? 
e) What is considered to be the pure (religious) motive for AAOIFI, MGT, EA, and SSB to 
contribute to ensuring the truth and fairness of the financial statements of Islamic banks? 
f) What are considered to be the common information needs of the users of the financial 
statements of Islamic banks? 
g) What are considered to be the compliance requirements in financial reporting within the 
context of Islamic banks? 
h) What conditions are considered to be satisfied in order to provide TFV within the context of 
Islamic banks? 
7.2.5 Development of Research Hypotheses 
One feature of the hypotheses is that they are, in a sense, what one would want to be the case, 
i. e., the social desirability bias; is involved. The propositions studied in this research were 
developed based on the main issues identified in the literature, unstructured personal interviews, 
as well as by referring to ASIFI # 1,2, and 3, Governance Standard # 1, and the professional 
code of ethics issued by AAOIFI. 
These propositions led to hypotheses regarding the opinions and/or the beliefs of the selected 
sample about: 
2 It is a hadith of the Prophet (saaw) 
3 social desirability bias is discussed in section 7.8 
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1- The role of AAOIFI, MGT, EA, and SSB in contributing to ensure the truth and fairness of 
the financial statements of Islamic banks (H1-H4). 
2- The nature of the obligations to provide a `true and fair view' within the context of Islamic 
banks (H5-H11). 
3- The definition of TFV within the context of Islamic banks (H12). 
Hypothesis 1 
The perceived role of AAOIF'I to contribute to ensuring the truth and fairness of the 
financial statements of Islamic banks 
The involvement of SSB (as an organ of internal self-regulation) in setting the accounting 
policies of Islamic banks may have established credibility for Islamic banks, but it has resulted in 
a variety of accounting practices for the same transaction within Islamic banks (Karim, 1994). 
This has led Islamic banks to appreciate the need to externally self-regulate their financial 
reporting process. Islamic banks have been urged to take the initiative in regulating their 
financial reporting in order to achieve uniformity between them and therefore improve the 
quality of their financial reporting. Accordingly, AAOIFI was established as a private-sector 
standard-setting body (Karim, 1994 and 1995). AAOIFI operates within the Shari 'a framework 
and therefore develops accounting and auditing standards which do not contravene the Shari 'a 
Rules and Principles (Karim, 1995). Therefore, it was hypothesized that: 
Hl: It is perceived that AAOIFI's role is to prepare, promote, and interpret Islamic accounting 
and auditing standards in order to contribute to ensuring the truth and fairness of the financial 
statements. 
Hypothesis 2 
The perceived role of MGT in ensuring the truth and fairness of the financial statements of 
Islamic banks 
Based on unstructured personal interviews during the pilot testing of the survey questionnaire 
and also from examining the annual reports of some Islamic banks, it was found that, in real life 
practice, MGT of Islamic banks in the countries surveyed (Bahrain, Saudi Arabia, Jordan, Sudan, 
Kuwait, United Arab Emirates, Nassau, Qatar, Indonesia, Egypt, Malaysia, and Pakistan) prepare 
and present the financial statements of Islamic banks in accordance with the Shari 'a Rules and 
Principles, the accounting standards of AAOIFI, as well as IASs and the relevant national rules 
and regulations in the country in which the Islamic bank operates. Therefore, it was 
hypothesized that: 
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H2: It is perceived that MGT's role in the countries surveyed is to prepare and present the 
financial statements in accordance with the Shari 'a, accounting standards of AAOIFI and the 
relevant national standards. 
Hypothesis 3 
The perceived role of SSB in contributing to ensuring the truth and fairness of the financial 
statements of Islamic banks 
As mentioned in the literature review (chapters 3 and 4), one of the main functions of the SSB is 
to issue a report at the end of the financial year to assure customers of the Islamic banks that 
these banks have adhered to the Shari 'a Rules and Principles in their financial dealings (Briston 
and El-Shaker (1986), Karim (1991), Gambling et al (1993), and Karim (1994)). Moreover, 
such compliance is part of providing a TFV in the case of Islamic banks. Therefore, it was 
hypothesized that: 
H3: It is perceived that SSB's role is to form an opinion as to whether the Islamic bank has 
complied with the Shari 'a and also with the specific fatwas, rulings, and guidelines issued by 
them (SSB). 
Hypothesis 4 
The perceived role of the EA to attest as to the truth and fairness of the financial 
statements of Islamic banks, with particular reference to Shari'a compliance 
The literature shows that there are different models of external audit in different Islamic banks. 
These different models of external audit vary from not auditing in accordance with the Shari a, 
but their audit approach is carried out in accordance with "generally accepted auditing standards" 
to attempting to discover whether the bank has violated the Shari 'a in certain financial 
transactions (Banaga et al, 1994). However, as per ASIFI #2 the EA should express an opinion 
as to whether the financial statements have been prepared in accordance with the Shari 'a Rules 
and Principles as determined by the SSB of the Islamic bank, the accounting standards of 
AAOIFI, and the relevant national standards or practices in the country in which the Islamic 
bank operates. Therefore, it was hypothesized that: 
H4: It is perceived that EA's role is to express an opinion as to whether the financial statements 
have been prepared in compliance with the Shari 'a, AAOIFI's standards, and the relevant 
national standards. 
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Hypotheses 5-8 
The perceived pure (religious) motive to ensure the truth and fairness of the financial 
statements of Islamic banks for AAOIFI, Muslim MGT, Muslim EA, and SSB 
The professional code of ethics issued by AAOIFI is based on the Shari 'a foundations of 
accountants' ethics (as explained in chapter 2). As per this code of ethics, a Muslim accountant 
is accountable before Allah on the Day of Judgement for every single action that he performed in 
his life. Muslim accountants must obey Allah in performing their work. Muslim accountants 
should consider their work as a religious duty since good intention turns a good action into 
worship. Therefore, it was hypothesized that: 
H5: It is perceived that it is the religious duty of AAOIFI to contribute to ensuring the truth and 
fairness of the financial statements of Islamic banks. 
H6: It is perceived that it is the religious duty of Muslim MGT of Islamic banks to ensure the 
truth and fairness of the financial statements of these banks. 
H7: It is perceived that it is the religious duty of Muslim EA of Islamic banks to attest as to the 
truth and fairness of the financial statements of these banks. 
H8: It is perceived that it is the religious duty of SSB to contribute to ensuring the truth and 
fairness of the financial statements of Islamic banks. 
Hypotheses 9-10 
The perceived pure (religious) motive to contribute to ensuring the truth and fairness of 
the financial statements of Islamic banks for non-Muslim MGT and non-Muslim EA 
The literature available on the concept of TFV reveals that the nature of the obligation to 
contribute to ensuring the truth and fairness of the financial statements within the secular context 
is considered as a secular ethical and legal requirement. Concerning the non-Muslim MGT and 
non-Muslim EA who work for Islamic banks, it was hypothesized the following: 
H9: It is perceived that it is an ethical and legal requirement for non-Muslim MGT of an Islamic 
bank to ensure the truth and fairness of the financial statements. 
1110: It is perceived that it is an ethical and legal requirement for non-Muslim EA of Islamic 
banks to attest as to the truth and fairness of the financial statements. 
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Hypothesis 11 
The nature of the obligation of providing a `true and fair view' within the context of 
Islamic banks 
It was proposed in H5-H8 that it is the religious duty of AAOIFI, Muslim MGT, Muslim EA, 
and SSB to contribute to ensuring the truth and fairness of the financial statements of Islamic 
banks. Accordingly, it was hypothesized that: 
H11: True and Fair View, within the Islamic context, is a religious requirement. 
Hypothesis 12 
The definition of TFV within the context of Islamic banks 
The literature available on the concept of TFV shows that there are nominal definitions for this 
concept, such as compliance with GAAP and legal requirements. As per ASIFI # 1, the financial 
statements of Islamic banks must be prepared in accordance with the Shari 'a Rules and 
Principles and the accounting standards of AAOIFI. Therefore, it was hypothesized that: 
H12: True and Fair View, within the Islamic context, means that the financial statements are 
prepared, in all material respects, in accordance with the Shari 'a, AAOIFI's standards, and the 
applicable national accounting standards (ASIFI # 1). Such compliance indicates that Islamic 
banks have obeyed and satisfied Allah in their financial and other dealings and the funds have 
been used in a totally-pure way (halal transactions) and any incidental haram earnings being 
identified and donated to charity. 
7.2.6 Deciding on Type of Data 
Having discussed the research process by which the topic of the present study was formulated 
and clarified, and the objectives of the research were defined, it is now appropriate to discuss the 
type of data to be collected. 
This study aimed to elicit the attitudes or opinions of the respondents about the TFV within the 
context of Islamic banks. One might argue that attitudes have reference to respondents' views or 
feelings toward some phenomenon whereas opinions are the verbal expressions of attitudes. 
However, present measurement instruments have led to treat them both is one (Uhl and Schoner, 
1969). For this research, attitudes and opinion are treated as the same and are used to refer to the 
respondents' views. 
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7.2.7 Deciding on Data Collection Technique 
It is not an easy task to measure attitudes, since attitudes are not directly observable (Malim 
1997, Hogg and Vaughan 1998). How can we measure something that is in a person's mind? 
The usual solution is to ask people. Researchers rely heavily on this approach and often use 
attitude questionnaires. In a typical attitude questionnaire, respondents are asked to indicate 
whether they agree or disagree with each of a series of statements about an attitude object (Hogg 
and Vaughan 1998). Researchers can also measure the degree of respondents' agreement or 
disagreement, i. e., how much the respondent agrees or disagrees with each statement about an 
attitude object. 
The Likert scale, named after its creator Rensis Likert, is a scale according to which respondents 
are asked to indicate the extent or degree of their agreement or disagreement with a set of 
propositions put to them by the researcher (Alreck and Settle, 1995). This scale utilizes, 
typically, the range of "strongly disaßree", "disaßree", "neither disagree nor ag'ee", "a8ree" and 
"strongly agree" (Sekaran, 1992). Although the scale generally comprises these five degrees of 
relative agreement, smaller and larger (for example 4-point, 7-point, and 9- point) scales have 
also been used. 
According to Oppenheim (1992), the main advantage of a Likert scale is its relative ease of 
construction. Despite this main advantage, the scale also poses some disadvantages. Firstly, a 
question arises as to whether one can assume equal intervals within the scale. In other words, is 
the distance between scale points 2 and 3 is the same as that between scale 4 and 5 (Oppenheim, 
1992). And secondly, there is an uncertainty over the inter-subject judgement of the scale. Does 
an `agree' answer from A mean exactly the same as an agree from subject B for the same 
statement (Clark et al, 1998). 
For the purpose of the present research, a questionnaire was developed in order to investigate the 
opinions of the selected sample about the TFV within the context of Islamic banks in Bahrain 
and other countries (Saudi Arabia, Jordan, Sudan, Kuwait, United Arab Emirates, Nassau, Qatar, 
Indonesia, Egypt, Malaysia, and Pakistan). 
The term questionnaire has been used in different ways. Some practitioners would reserve the 
term exclusively for self-administered and postal questionnaires while others would include 
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interview schedules (administered face-to-face or by telephone) under the term questionnaire 
(Oppenheim, 1992). 
For the purpose of the present research, the term questionnaire has been used to include self- 
administered questionnaires (e. g. on-line questionnaire, postal questionnaire, and delivery and 
collection questionnaire) and interviewer administered questionnaires (structured interview). 
The decision to use a questionnaire for the current study was based on the advantages of using 
questionnaires as a data collection technique. According to Oppenheim (1992), the advantages 
of using questionnaires as a data collection technique are: 
1- Low cost of data collection. 
2- Low cost of processing. 
3- Ability to reach respondents who live at widely dispersed addresses or abroad. 
Despite these inevitable advantages, the questionnaire method has disadvantages too. The main 
disadvantage of the questionnaire is the possibly low response rates (Oppenheim, 1992). The 
possibility of low response rates has been seen as an important consideration and the following 
techniques were used for raising the response rate. Firstly, influential managers of the surveyed 
organizations were contacted over the telephone seeking their assistance for the research. 
During the telephone conversion, a brief introduction of the general nature and the purpose of the 
study were explained to the managers and also they were advised to expect a questionnaire. 
Secondly, the cover letter, that was attached with the questionnaire, was simple, businesslike and 
only one page in length. ýn explicit statement, within the cover letter, was made to the 
respondents assuring them of confidentiality and anonymity. Thirdly, follow-ups were carried 
out in which the selected Qrganizations were chased up over the telephone. And finally, the 
survey process was carefully monitored and administered (for further details on the 
administration of the questionnaire see section 7.6). 
What follows is a description of the research instrument. 
7.3 The Research Instrument 
The questionnaire was divided into four main sections. Section (A) dealt with the `true and fair 
view' requirement within the context of Islamic banks. Section (B) discussed the common 
information needs of users of the financial statements of Islamic banks. In Section (C) part 1 
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respondents were asked to categorize nine conditions of providing a `true and fair view' within 
the Islamic banks' context into sufficient, necessary, both (sufficient and necessary), or neither 
(neither sufficient nor necessary). In part 2 of Section (C), the respondents of the survey were 
asked to express their opinion about the compliance requirements with the Shari 'a Rules and 
Principles, the accounting standards of AAOIFI, IASs, and the relevant national standards and 
practices. And Section (D) sought demographic information about the respondents. The 
following table presents the main contents of the questionnaire: 
Section Information Type No. of items 
-___ ------- A TFV requirements 41 
B Common information needs of users 8 
C -Part 1 Conditions of TFV 9 
C- Part 2 Compliance requirements 1 
D Demographic information 7 
Table 7.1 Main Contents of the Questionnaire 
What follows is a discussion of the four main sections in the questionnaire. 
7.3.1 Section A: TFV Requirements within the Context of Islamic Banks 
In this section, respondents were given 41 statements and were asked to state on a 7-point Likert 
scale the degree to which they agree or disagree with each statement. The scale was Completely 
Disagree=l, Strongly Disagree=2, Weakly Disagree=3, Neutral=4, Weakly Agree=5, Strongly 
Agree=6, and Completely Agree=7. 
The first six statements (statements 1-6) of section (A) were included to introduce the 
respondents to the main topic of the questionnaire. The remaining 35 statements (7-41) were 
measuring the respondents' views about: 
I- What is MGT perceived to do to ensure the truth and fairness of the financial statements of 
Islamic banks? (Statements 12-16). 
2- What is EA perceived to do to attest as to the truth and fairness of the financial statements of 
Islamic banks? (Statements 18-21 and 23). 
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3- What is SSB perceived to do to contribute to ensuring the truth and fairness of the financial 
statements of Islamic banks? (Statements 17 and 22). 
4- What is AAOIFI perceived to do to contribute to ensuring the truth and fairness of the 
financial statements of Islamic banks? (Statements 7-11 and 24-28). 
5- What is considered to be the pure (religious) motive for MGT, EA, SSB, and AAOIFI to 
contribute to ensuring the truth and fairness of the financial statements of Islamic banks? 
(Statements 29-41). 
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The relevant part of section (A) is reproduced below. 
Qi Please pick the appropriate number which best describes how much you agree or disagree with each statement If you completely agree with 
the statement, than pick a number on the far right of the scale and enter it in the space beside the item. If you completely disagree with the 
statement, than pick a number on the far left of the scale. But, if you are between these two extremes, pick a number from the middle range that 
indicates your opinion. 
SCALE 
Completely Completely 
Disagree Agree 
1234567 
1.1slamic banks invest and use funds in ways and means consistent with the Shari'a Rules and Principles. 
2. Compliance with the Shari'a is the prime attraction for the potential clients and investors of Islamic banks. 
3. Stakeholders want to be assured that these banks have actually complied with the Shari'a Rules and Principles. 
4. The financial statements of Islamic banks provide the stakeholders with information about the bank's 
compliance with the Islamic Sbari'a. 
5. The financial statements provide a true and fair view of the Islamic bank's financial position, results of 
operations, and cash flows. 
6. AAOIFI, MOT. SSB, and EA of Islamic banks collaborate in rnsur ngthetnrth and fairness ofthe Islamic 
bank's financial statements. 
7. AAOIPI prepares, promulgates, and interprets accounting and auditing standards for Islamic banks in 
accordance with the Shari's Rules and Principles. 
8. AAOIFI's standards require MOT, SSB, and EA to collaborate in ensuring the Islamic banks' compliance 
with Shari'a Rules and Principles. 
9. AAOIFI's accounting and auditing standards increase the confidence of the users in the financial states is of 
the Islamic banks. 
10. AAOIFI's accounting and auditing standards are ways to reduce MGT's control over the accounting and 
financial reporting process. 
11. AAOIFI's accounting and auditing standards lead to sufficient transparency in the financial reporting 
process. 
12. MGT of Islamic banks prepares and presents the financial statements in accordance with the Shari's Rules 
and Principles. 
13. MGT of Islamic banks prepares and presents the financial statements in accordance with the accounting 
standards of AAOIFI. 
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SCALE 
Completely Completely 
Disagree Agree 
1234567 
14. MGT of Islamic banks prepares and presents the financial statements in accordance with the international 
Accounting Standards. 
15. MGT of Islamic banks prepares and presents the financial statements in accordance with the relevant national 
standards and practices in the country in which the Islamic bank operates. 
16. MGT discloses material information that is necessary to make the financial statements adequate, relevant, 
and reliable for the users. 
17. The SSB of an Islamic bank forms an opinion, in the Shari'a Supervisory Board's Report, as to whether the 
Islamic bank has complied with the Shari's Rules and Principles and also with the specific fatwas, rulings, and 
guidelines issued by them (SSB). 
18. The EA expresses an opinion, in the Auditor's Report, as to whether the financial statements have been 
prepared in compliance with the Shari's Rules and Principles as determined by the SSB. 
19. Ile EA expresses an opinion, in the Auditor's Report, as to whether the financial statements have been 
prepared in compliance with the accounting standards of AAOIFL 
20. The EA expresses an opinion, in the Auditor's Report, as to whether the financial statements have beat 
prepared in compliance with the International Accounting Standards. 
21. The EA expresses an opinion, in the Auditor's Report, as to whether the financial statements have been 
prepared in compliance with the relevant national standards or practices in the country in which the Islamic bank 
operates. 
22. SSB discloses to the shareholders, in their reports4, material breaches of Shari'a, fatwas, rulings and 
guidelines. 
23. EA discloses to the shareholders, in their reports5, material breaches of Shari'a, fatwas, rulings and 
guidelines. 
24. AAOIFI has little, or no, power to enforce the Islamic accounting and auditing standards that it has issued. 
25. The degree of influence exercised by the Banking Supervisory Unit of the Central Bank over the 
implementation of AAOIFI's standards is very high. 
26. There needs to be consensus between AAOIFI, MGT, SSB, and EA in order to implement the 
AAOIFI's standards into real life practice. 
4 The Shari 'a Supervisory Board's Report. 
5 The Auditor's Report. 
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SCALE 
Completely Completely 
Disagree Agree 
1234567 
27. The level of MGT's compliance with the accounting standards of AAOIFI is very high. 
28. The level of EA's compliance with the auditing standards of AAOIFI is very high. 
29. AAOIFI, SSB, Muslim MGT, and Muslim EA are accountable for their actions before Almighty Allah on the 
day of Judgement. 
30. It is the fear of Allah in private and in public which motivates AAOIFI, SSB, Muslim MOT, and Muslim EA 
to ensure the truth and fairness of the financial statements. 
31. They' aim to attain the required righteousness and perfection in their work by performing the duties assigned 
to them in the best manner. 
32. They seek to obey Allah in performing their work and not hypocrisy, fame, flattery, boasting, or 
ostentation. 
33. They are the vicegerents of Allah on earth and have to observe His commandments and prohibitions. 
34. It is the religious duty of AAOIFI to prepare the accounting and auditing standards that would ensure 
the truth and fairness of the Islamic bank's financial statements. 
35. h is the religious duty of SSB to ensure the truth and fairness of the Islamic bank's financial 
statements. 
36. It is the religious duty of Muslim MOT to ensure the truth and fairness of the Islamic bank's financial 
statements. 
37. his the religious duty of Muslim EAto attest as to the truth and fairness of the Islamic bank's financial 
statements. 
38. It is an ethical requirement for non-Muslim MGT of Islamic banks to ensure the truth and fairness of 
the Islamic bank's financial statements. 
39. lt is a legal requirement for non-Muslim MGT to ensure the truth and fairness of the Islamic bank's 
financial statements. 
40. It is an ethical requirement for non-Muslim EA to attest as to the truth and fairness of the Islamic 
bank's fmancial statements. 
41. It is a legal requirement for non-Muslim EA to attest as to the truth and fairness of the Islamic bank's 
financial statements. 
6 [They] refers to AAOIF 4 SSB, Muslim MGT and Muslim EA 
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7.3.2 Section B: Common Information Needs of Users of the Financial Statements of 
Islamic Banks 
The purpose of including this section is to answer one of the research specific questions, which is 
`what are considered to be the common information needs of users of the financial statements of 
Islamic banks? " 
Respondents were asked to state how important to them (personally) is the disclosure of certain 
items in the financial statements of Islamic banks. Again, they were given a 7-point Likert scale: 
Extremely Unimportant = 1, Not very Important = 2, Unimportant = 3, Indifferent = 4, Important 
= 5, Very Important = 6, and Extremely Important. 
The reproduced section (B) is shown below. 
Q2 As a user of the financial statements of Islamic banks. how important to you personally is the disclosure of each of the items of information 
listed below? If you feel that the item is extremely important to you, then pick a number on the far right of the scale and enter it in the space 
beside the item. If you feel that it is extremely unimportant, pick a number from the far left of the scale. But, if you fed the importance of the 
item is between these two extremes, pick a number from some place in the middle of the scale to show your opinion. 
SCALE 
Extremely Extremely 
Unimportant Important 
1234567 
0 The Islamic bank's compliance with the Glorious Shari'a. 
" The prohibited earnings and expenditures, if any, and the manner in which they were disposed of. 
. The ways and means of using the available economic resources. 
" The adequacy of the Islamic bank's capital, the risk inherent in its investments, the degree of its 
liquidity, and the liquidity requirements for meeting its obligations. 
The Islamic bank's ability to generate income and convert it into cash flows. 
Rate of returns on the bank's investments (restricted and unrestricted accounts) and the rate of return 
accruing to equity and investment account holders. 
0 The sources and uses of the Zakah fund. 
0 The Islamic bank's discharge of its social responsibilities. 
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7.3.3 Section (C) Part 1: Conditions of Providing TFV within the Context of Islamic 
Banks 
This section was included into the questionnaire in order to answer the specific research question 
which is "what conditions are considered to be satisfied in order to provide TFV within the 
context of Islamic banks? " 
Respondents were given a set of nine conditions for the financial statements of Islamic banks to 
provide a TFV of their financial position, results of operations, and cash flows and they were 
asked to categorize these conditions as either Sufficient, Necessary, Both, or Neither. 
Below are 9 conditions for the financial statements of Islamic banks to provide a 'true and fair view' of their financial position, results of 
operations, and cash flows. These conditions could be either Sufficient, Necessary, Both, or Neither. 
" If the compliance with the condition ensures the provision of a `true and fair view', then it is Sufficient (there may be more than one 
sufficient condition), 
" If the compliance with the condition is necessary but not sufficient to ensure the provision of a `true and fair view', then it is Necessary 
(there may be more than one necessary condition), 
" The condition could be Both sufficient and necessary, or 
" The condition could be Neither sufficient nor necessary. 
Please tick (? ) the appropriate 13 
Conditions Sufficient Necessary Both Neither 
mDon't ow 
1. Financial statements are free from material errors. 10 Q D Q O 
2. Financial statements are accurate and correct. Q Q D 0 D 
3. Financial statements are not misleading. 0 Q + 
0 
4 
0 { 0 J 
4. Financial statements are objective and free from bias. 0 0 Q 0 0 
5. Financial statements are relevant and useful. 0 0 Q 
'. D O 
6. Financial statements are prepared, in all material Q 0 0 0 0 
respects, in accordance with Shari'a Rules and 
Principles. 
7. Financial statements are prepared, in all material 0 0 D D 0 
respects, in accordance with the accounting standards of 
AAOIFI. 
8. Financial statements are prepared, in all material 0 0 O 0 0 
respects, in accordance with International Accounting 
Standards which do not contravene Shari's Rules and 
Principles. 
9. Financial statements are prepared, in all material 0 0 Q 0 
respects, in accordance with relevant national 
accounting standards and practices, which do not 
contravene Shari'a Rules and Principles, in the country 
in which the Islamic bank operates. 
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7.3.4 Section (C) Part 2: Compliance Requirements 
The aim of this section is to answer the specific research question, which is "what are considered 
to be the compliance requirements in financial reporting within the context of Islamic banks? " 
They were asked to express their opinion about the compliance requirements of the Shari 'a 
Rules and Principles, the accounting standards of AAOIFI, IASs, and the relevant national 
standards. The 7-point scale was Completely Disagree=l, Strongly Disagree=2, Weakly 
Disagree=3, Neutral=4, Weakly Agree=5, Strongly Agree=6, and Completely Agree=7. 
The following is the reproduced part 2 of section (C). 
`°Ibe compliance of the financial statements of Islamic banks with the Shari's Rules and Principles, the accounting standards of AAOIFI, the 
international accounting standards and the relevant national accounting standards and practices which do not contravene Shari's Rules and 
Principles constiwes the fair reporting of the entity's financial position, results of its operations, and cash flows in a manner that would reveal 
what is halal (permissible) and haram (forbidden)^. 
How far do you agree with the above statement? Please circle one number. If you completely agree with the above statement, then circle a 
number on the far right of the scale. If you completely disagree with the statement, circle a number on the far left of the scale. But, if you are 
between these two extremes, circle a number from the middle range that indicates your opinion. 
Completely Completely 
Disagree Agree 
1234567 
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7.3.5 Section D: Demographic Information 
The demographic questions are usually as important to the researchers as any other questions on 
the survey because they are used to identify the socioeconomic characteristics of the respondents 
(Schweigert, 1994). The demographic information sought in this section such as: gender, age, 
religion, level of education, and working experience. 
Respondents may find the demographic questions boring or too personal and therefore they were 
placed at the end of the questionnaire of this survey where it is more likely to be completed since 
respondents has made something of a commitment to the survey by this point. 
Section (D) of the questionnaire is reproduced below. 
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I would appreciate if you could complete the following short answers about yourself. All Information will be held in strict confidence 
and used for research purposes only. 
Please tick (? ) the appropriate 0 
Q5 Which of the following are you representing? 
o AAOIFI 11 MGT 
o SSB o EA 
11 CB 
Q6 Are you? 
Q We 
0 Female 
Q7 Are you? 
Q Juni 
0 Other religions or beliefs (please specify: ................................. ............. . ............... . ) 
QS Which of these age ranges do you fall Into? 
Q 25-34 0 35-44 
Q 45-54 Q 55-64 
Q 65+ 
Q9 What is the highest level of education that you have achieved? 
p High school diploma 0 Bachelor's degree 
0 Master's degree 0 Ph. D. 
p Professional accounting qualifications 
Q10 What Is your job title and department? 
Job Title: 
Department: 
Ql l How many years have you worked in your organization? 
Write number of years here: 
Q12 Approximately how many years have you been in Mull-time employment? 
Write number of years here: 
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7.3.6 Comments on the Design of the Survey Questions 
The questions included in a survey questionnaire are designed by one and/or a combination of 
the following (Saunders et al, 2000): 
1- Adapting questions used in other questionnaires. 
2- Developing new questions. 
Adapting questions is advantageous if the researcher wants to replicate, or to compare the 
findings with another study. This can allow reliability to be assessed. It is also more efficient 
than developing new questions provided that the collected data would answer the research 
questions (Saunders et al, 2000). 
For the current study, the researcher developed her own questions. This is because: 
1- This study discusses the TFV within the Islamic banks' context which is new and (to the 
researcher knowledge) has not been researched yet, and 
2- The TFV literature is not remarkable for an emphasis on empirical research. 
Moreover, the questionnaire used in the present study included closed questions only, since these 
questions are usually quicker and easier to answer. Responses are, also, easier to compare as 
they have been predetermined (Saunders et al, 2000). 
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7.4 The Sample 
During the visit to Bahrain in June 1999, the researcher paid several personal visits to AAOIFI's 
office and examined different annual reports prepared by Islamic banks scattered all over the 
world. There are about 170 Islamic banks all over the world. 
The researcher prepared a list of these banks, their addresses, and name of the persons to be 
contacted. Also, the list included members of their SSB, their external auditors, and the central 
banks for these Islamic banks. The list was divided into two groups. Group one referred to as 
(Bahrain) which includes Islamic banks in Bahrain. Group two referred to as (Others) which 
includes Islamic banks operating in Saudi Arabia, Kuwait, United Arab Emirates, Qatar, Egypt, 
Jordan, Sudan, Indonesia, Malaysia, Pakistan, and Nassau. 
The researcher selected randomly from these two groups the Islamic banks to be surveyed. 
Random sampling is the most desirable type of sampling for almost every survey. It is desirable 
because it is most representative of the population. It is least likely to result in bias (Alreck and 
Settle, 1995 and Saunders et al, 2000). When the respondents are picked at random, the 
probability of any one person being included in the sample is precisely equal to the probability of 
including any other (Alreck and Settle, 1995). 
The random sampling was done by simply numbering each of the Islamic banks included in the 
two groups (Bahrain and Others) with a unique number. The first bank is numbered 0 and the 
second 1 and so on. The random number was read off and accordingly the bank to be surveyed 
was selected. 
The subjects of the survey included MGT of Islamic banks, members of their SSB, their external 
auditors, their CB, and representatives of AAOIFI. 
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In total 120 questionnaires were distributed as follows: 
Group Number 
AAOIFI ---- 2 --------- 
i SSB 9 
MGT: 
Bahrain 47 
others' 15 
EA: 
Bahrain 20 
Others 10 
CB: 
Bahrain 5 
Others 12 
} Total 120 
Table 7.2 Distribution of the Questionnaires in the Main Survey 
Briefly, the reason(s) for selecting each group were as follows: 
MGT: they are the preparers of the financial statements and have a duty to ensure the truth and 
fairness of these financial statements. ASIFI # 1,2, and 3 specify that is the responsibility of 
MGT of Islamic banks to prepare and present the financial statements in compliance with the 
Shari 'a Rules and Principles and the relevant legislation and regulation. 
EA: they express their opinions about the truth and fairness of the financial statements of Islamic 
banks. In their report", they should express an opinion as to whether the financial statements 
have been prepared in accordance with the Shari'a Rules and Principles as determined by the 
SSB of Islamic banks, the accounting standards of AAOIFI, and the relevant national standards 
or practices in the country in which the Islamic bank operates. 
'Others is used to refer to countries other than Bahrain (Saudi Arabia, Kuwait. Qatar. United Arab Emirates, Egypt, 
Jordan. Sudan, Indonesia, Malaysia, Pakistan, and Nassau). 
8As per ASIFI #2 
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SSB: they form an opinion as to whether the Islamic bank has complied with the Shari 'a Rules 
and Principles and also with the specificfatwas, rulings, and guidelines issued by themselves9. 
AAOIFI: AAOIFI prepares, promulgates, and interprets accounting and auditing standards for 
Islamic financial institutions in accordance with the Shari 'a Rules and Principles. 
CB: central banks were surveyed because they are one of the major users of the financial 
statements of Islamic banks. They are concerned with the truth and fairness of the financial 
statements because they are responsible for providing protection for creditors and investors of 
Islamic banks. Accordingly, Islamic banks have to provide central banks with financial reports 
on a regular basis. Furthermore, the banking supervisory unit of the central banks in some 
countries attempts to enforce the implementation of AAOIFI's standards as a way of ensuring 
the truth and fairness of the financial statements of the Islamic banks. 
9As per Governance Standard #1 
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7.5 Pilot Testing 
`Before a new feature film appears in movie theatres, movie studios always show it to sample 
audiences in various cities to observe their reactions to the characters, plot, ending, and other 
aspects of the entertainment experience. If some aspect of the film is consistently disliked by 
these sample audiences, it is usually changed before the movie is released. Similarly, before a 
new product is introduced into retail stores, manufacturers always test market it to gauge 
consumer satisfaction. And before buying a new car, you almost always take it for a test drive, 
even if you are already certain about your choice of models. Likewise, in survey research, one 
of the most important stages in the development of a new survey instrument involves trying it 
out on a small sample population. Pilot testing, or pretesting, your questionnaire will time and 
again prove to be worth your energy. Pilot testing almost always identifies errors in a survey's 
form and presentation" (Litwin, 1995, emphasis in the original, p. 59). 
Prior to using questionnaires to collect data they should be pilot tested (Schweigert 1994, Alreck 
and Settle 1995, de Vaus 1996, and Saunders et al, 2000). The number of respondents used in 
the pilot tests and the number of pilot tests conducted depends on the research question(s), the 
size of the research project, the time and money resources available (Saunders et al, 2000). 
For the current study, the research instrument was pretested two times. What follows is a 
summary of the first and second pretesting of the questionnaire. 
7.5.1 First Pilot Testing 
The research instrument was first pretested in August 1998 on a group of five Ph. D. students 
during a seminar of "Accounting, Auditing, and Finance in Islamic Financial Institutions" held at 
the University of Surrey. The main objectives of the first pilot study were to find out: 
1- How long did it take them to complete the questionnaire? 
2- Were the instructions clear? 
3- Were any of the questions unclear or ambiguous? 
4- Did they object to answering any of the questions? 
5- Whether, in their opinion, any major topic was omitted? 
6- Whether the layout of the questionnaire was clear and attractive? 
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7- If they have any comments and/or suggestions. 
The results came as follows: 
1- The average time taken to complete the questionnaire was 20 minutes. 
2- All of them confirmed that the instructions were clear. 
3- 80% of the respondents confirmed that the questions were clear and not ambiguous. One of 
the respondents marked his comments next to the question(s) that he thought in need of 
clarification. His comments were taken into consideration and accordingly amendments 
made. 
4- None of the respondents objected to answering any question. 
5- In their opinion, there was no major topic omitted. 
6- Respondents confirmed that the layout of the questionnaire was clear and attractive. 
7- Suggestions were given to include central banks in the survey sample. Actually, this 
suggestion was taken into account and central banks were included in the survey's sample. 
7.5.2 Second Pilot Testing 
The research instrument was pretested for a second run in January 1999 during a personal visit to 
Bahrain. Bahrain is the financial services centre of the Middle East. Through utilizing the 
sophisticated worldwide communications, it serves both a regional and an international clientele 
and provides a complete range of financial and banking services including well-developed 
offshore facilities. In Bahrain, a mixture of both traditional Western and Islamic business 
organizations operate side by side. 
The main purpose of the test was to assess the validity of the questions in answering the research 
questions and to find out whether the data collected will enable us to answer the research 
questions. 
The questionnaire was distributed among a group of respondents who are similar to the final 
population of the sample. The group included MGT, EA, SSB, AAOIFI, and CB who were 
considered the target population of the sample. 39 questionnaires were distributed as follows. 
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Table 7.3 Distribution of the Questionnaires in the Second Pilot Testing 
26 (67%) usable responses were received. Descriptive statistics (frequency and percentage 
tables, graphic data description, the mean and the mode) were used to analyze the collected data. 
Based on the results of this pretesting, the questionnaire was amended and finalized for the main 
survey as follows. 
Headings were added for each section for easy reference during the analysis process, and also so 
that respondents can easily understand what the section is all about. Section (A) "TFV 
Requirement within the context of Islamic Banks" originally contained 25 statements and was 
measured on a 5-point Likert scale. While the original 25 statements were maintained, 
additional 16 statements were added in order to collect more data, which could help in answering 
the research questions. The 5-point scale was modified to a 7-point scale in order to get more 
variations in the responses. 
Section (B) "Common Information Needs of Users of the Financial Statements of Islamic 
Banks", and Section (C) Part (2) "Compliance Requirements" were originally designed as a 
multiple-choice question, but was modified to a 7-point Likert scale. This modification was done 
for analysis purpose. 
Section (C) Part (1) "Conditions of TFV within the context of Islamic Banks" was, also, 
originally designed as a multiple-choice question in which respondents were asked to tick the 
conditions required to provide a TFV within the context of Islamic banks. However, this 
question was rephrased in a way such that respondents had to categorize the conditions in terms 
of being either Sufficient, Necessary, Both, or Neither to provide a TFV within the context of 
Islamic banks. This amendment was done in order to get a better insight in the conditions 
required to provide a TFV within the context of Islamic banks. 
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In section (D) "Demographic Information", there was an open ended question which dealt with 
the working experience of the respondents, but it was replaced with closed questions. Again, 
this was done for analysis purpose. In this section, also, there was a question which dealt with 
the education level of the respondents. Originally the question was "what is your education 
level? " The pilot study showed that the respondents were ticking more than one box rather than 
ticking the box, which shows their highest level of education. Therefore, this question was 
rewritten as "what is the highest level of education that you have achieved? " 
7.6 The Administration of the Questionnaire 
Having discussed the research instrument, the composition of the sample, and the pretesting of 
the questionnaire, the discussion moves on to the administration of the questionnaire. The 
administration of the questionnaire was conducted in June 1999, when, during a personal visit of 
the researcher to Bahrain, the questionnaires were distributed amongst the selected sample. 
The first task was that the researcher visited AAOIFI's office, which is based in Bahrain, in 
order to obtain the names and addresses of influential managers working in the selected 
organizations inside and outside Bahrain. These names and addresses were obtained from two 
sources: 
1- Annual reports, which were arranged in alphabetical order, of the selected organizations. 
2- Address files, which were also arranged in alphabetical order. 
Then the questionnaires were distributed amongst the selected sample by five different methods: 
1- Delivery and collection questionnaires. 
2- Postal questionnaires. 
3- On-line questionnaires. 
4- Faxed questionnaires. 
5- Interviewer administered questionnaires. 
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7.6.1 Delivery and Collection Questionnaires 
Prior to the personal visits to the banks based in Bahrain, a number of influential managers 
working in these organizations were contacted over the telephone asking them to arrange for a 
meeting in their organizations. During the meeting, the questionnaire was introduced, the details 
of the study were explained and the technicalities of the questionnaire distribution were 
discussed. Then the questiopnaires were handed out with a covering letter to each respondent. 
Depending on the size of the company, each manager was given a set of questionnaires (ranging 
from 3 to 10) which were distributed amongst their employees. Actually, the managers 
undertook the task of the questionnaire distribution within their companies. The completed 
questionnaires were picked up by the researcher within an average of ten days after the 
distribution. 
7.6.2 Postal Questionnaires 
A postal survey was conducted for banks based outside Bahrain. Where and whenever possible, 
the recipients were contacted over the telephone advising them to expect the questionnaires. The 
questionnaires were mailed to the addresses with a self-addressed envelope to be sent back to the 
researcher's address in Bahrain. 
7.6.3 On-Line Questionnaires 
On-line questionnaires are usually administered in one of two ways: via email or via a web site. 
For this study, the on-line questionnaires were sent via email based on a list, which was also 
obtained from AAOIFI, of names and email addresses of the selected organizations. The 
questionnaires were emailed with a covering letter. For ease of response, the questionnaire was 
part of the email message rather than an attached file. And the completed questionnaires were 
sent back either to the researcher's email account or by fax. 
A point to note is that the researcher avoided sending the questionnaires during weekends and 
public holidays which have been shown to be a poor time for reception, and "to ensure that the 
questionnaires will arrive when recipients are likely to be receptive" (Saunders et al, 2000). 
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7.6.4 Faxed Questionnaires 
Some respondents were reached by fax. A notice was given, by fax, to them in advance advising 
them to expect a questionnaire. The completed questionnaires were sent back by fax too. 
7.6.5 Interviewer Administered Questionnaires 
In the conference room of the Gulf Hotel in Bahrain (where the members of the Shari 'a 
Committee of AAOIFI were having a meeting) the researcher met the members of the Shari 'a 
Committee during which she introduced herself, discussed the details of her study and the 
objectives of the research, sought their assistance for the research, and arranged to meet each one 
of them individually. 
During the meeting, the questions were discussed face to face with the Shari 'a committee and 
their responses were recorded simultaneously. 
The discussion was held in Arabic and accordingly the questions were discussed in Arabic too, 
although the original version of the questionnaire was in English. This is because the Shari 'a 
committee were not very fluent in English and they preferred to have the discussion in Arabic in 
order to minimize the confusion and the misinterpretation of the questions. 
Another face to face interview was held with one of the Shari 'a committee in his office in 
Bahrain since he was not in the AAOIFI meeting. Again the discussion was also in Arabic for 
the same reason mentioned above. 
7.7 Forms of Analysis 
7.7.1 Data Input 
The returned questionnaires were numbered and accordingly the data collected were keyed into 
Excel® and SPSS® software packages which were used for data analysis. 
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7.7.2 The Major Statistical Methods 
The following is the statistical methods used for data analysis (See table 7.4) 
Statistical Question # Question # Question # Question # 
Method/Question # One Two Three Four 
Statistical analysis 
Reliability analysis 
Table 7.4 Statistical Methods Used 
1- Descriptive Statistics 
With respect to Questions 1 (Section (A)), 2 (Section (B)), and 4 (Section (C) Part (2)), there was 
a linear, numeric scale (Likert scale) and therefore it was feasible to calculate different types of 
descriptive statistics such as the mean, the mode, standard deviation, the minimum, the 
maximum, and coefficient of skewness. 
With respect to Question 3 (Section (C) Part (1)), there was no linear, numeric scale. For the 
purpose of analyzing this question, the values of (1-5) were assigned to the categories of the 
conditions in which 5=Sufficient, 4=Necessary, 3=Both, 2=Neither, and 1=Don't know. These 
values of (1-5) don't designate a quantity. They are only names for the categories. Data values 
that don't stand for any quantity are called nominal data (Alreck and Settle, 1995). The mode is 
the only acceptable indicator of the most typical case for a distribution of nominal data (Alreck 
and Settle, 1995). It simply means the category or the values with the greatest frequency of 
cases (Alreck and Settle, 1995 and Saunders et al, 2000). Accordingly, the mode was the only 
statistical method used to analyze the data collected from question three. 
2- Statistical Analysis: Non-Parametric tests 
Non-parametric tests are used when the normal distribution assumptions of parametric tests were 
not met (Coakes and Steed, 1999). The non-parametric tests are usually referred to as 
distribution free tests, i. e., these tests do not rely on any seriously restrictive assumptions 
concerning the shape of the sampled population(s) (Howell, 1997). The non-parametric tests do 
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not make a priori assumption about the specific shape of the distribution, i. e., the validity of the 
non-parametric test is not affected by the shape of the distribution (Howell, 1997). The 
assumptions for the non-parametric tests are: 
1- Random sampling. 
2- Similar shape and variability across distributions. 
3- Independence of observations. 
Some of the advantages of non-parametric tests are (Howell, 1997 and Triola and Franklin, 
1994) 
1- They are distribution-free tests (as explained above). 
2- They are more liberal in the assumptions they require. 
3- They are particularly useful because of the simplicity of their calculations. 
On the other hand, the power of the non-parametric test is relatively lower than the power of the 
corresponding parametric test, i. e., the non- parametric test is more likely to lead to reject one of 
the true null hypotheses than the parametric ones (Howell, 1997). 
For this study, the researcher decided to use non-parametric tests since the normality assumption 
was not met and the distribution was negatively skewed (See chapter 8). Initially, the chi-square 
test was carried out to measure the relationship between the variables. But, the test undertaken 
with chi-square violated the minimum requirements since more than 20% of the cells were 
having expected frequencies of less than 5. Then the decision was made to use the following 
non-parametric tests: 
1- Kruskal-Wallis test. 
2- Mann-Whitney U test. 
Two points were considered before running the Kruskal-Wallis and the Mann-Whitney U tests. 
Firstly, it was not applicable to run these two tests for Question 3 for the reason mentioned 
above. Secondly, AAOIFI was not included among the groups used in Kruskal-Wallis and 
Mann-Whitney test since one response, only, was received and statistically the number of 
responses required to run a statistical test needs to be five or more. Therefore, the researcher 
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decided to present the responses given by AAOIFI's representative separately and based on the 
values originally assigned by the respondent (See chapter 8, section 8.3.5). 
Kruskal-Wallis test 
This test is the non-parametric alternative to the one-way between groups ANOVA (Analysis of 
Variance) and allows investigating the possible differences between two or more groups. In the 
present study, the Kruskal-Wallis test was used to investigate the differences in the perceptions 
of MGT, EA, CB, and SSB about questions 1,2, and 4. 
To interpret the output of the Kruskal-Wallis test, we need to look at the chi-square value (X2), 
degree of freedom (df), and significance (P) (See Appendices 2-4). For this research, the value 
of (P) was assumed to be 10%. 
Mann-Whitney U test 
The Mann-Whitney U test is the non-parametric alternative to the independent group t test. 
Once again, the decision to use Mann-Whitney U test was based on the fact that the normality 
assumption was not met and the distribution was negatively skewed (See chapter 8). This test 
was used, in addition to the Kruskal-Wallis test, for the purpose of investigating further 
differences in the perceptions of the respondents. 
The Mann-Whitney U test was used to investigate the differences in the perceptions of the 
following pairs of groups about Questions 1,2, and 4: 
1- EA and MGT 
2- MGT and CB 
3- EA and CB 
4- EA and SSB 
5- MGT and SSB 
6- CB and SSB 
To interpret the output of the Mann-Whitney U test, we need to consider the z-score and two- 
tailed-P value (See Appendices 5-7). For this study, the value of (P) was assumed to be 10%. 
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3- Reliability Analysis 
The purpose of conducting reliability analysis is to determine the internal consistency of the 
scale. Internal consistency is an indicator of how well several different items measure the same 
variable. Although single items may be quicker and less expensive to administer, the data set is 
richer and more reliable if several different items are used to gain information about a particular 
topic (Litwin, 1995). 
Internal consistency is measured by applying a statistic known as Cronbach's alpha coefficient, 
named after the 20" century psychometrician who first reported it in 1951. Coefficient alpha 
measures the internal consistency among a group of items combined to form a single scale. That 
is, it is a reflection of how well the different items complement each other in their measurement 
of different aspects of the same variable (Litwin, 1995). 
Cronbach's alpha ranges in value from 0 to 1 because it can be interpreted as a correlation 
coefficient. The higher the value of alpha the more reliable the scale (Coakes and Steed, 1999). 
`As a rule of thumb alpha should be at least 0.70 before we say the scale is reliable' (de Vaus, 
1996, p. 256). 
For this study, the Cronbach's alpha coefficient for Questions I and 2 (See Appendix 8-9) is as 
follows: 
Question # Alpha 
1 . 8627 
2 . 7007 
As noted above, the coefficient of 0.70 or higher indicates reliability. So, the scale used in 
questions one and two is reliable. Accordingly, we can say that there is internal consistency 
among the different items used to measure the issues aimed to in questions one and two. 
It was not applicable to calculate the Cronbach's alpha coefficient for Questions 3 and 4. 
Question 3, again it was due to the fact that no linear, numeric scale was used. In Question 4, 
although the 7-point Likert scale was used, there was one statement (a single item) only used to 
measure the perceptions of the respondents about the compliance requirements. Reliability 
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analysis is not applied to single items but to groups of items which are thought to measure 
different aspects of the concept (Litwin, 1995). 
7.8 Concluding Remarks 
Having discussed the research process, the research instrument, the sample of the survey, the 
pilot study, the administration of the research instrument, the form of analysis, and the 
limitations of attitude survey, the next chapter presents the findings of the empirical work 
conducted for this study. Hopefully, these findings can enrich the literature with an empirical 
evidence of TFV within the context of Islamic banks. 
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"A collection of raw data, taken by itself, is no more exciting or informative than junk mail before election day. 
Whether you have neatly arranged the data in rows on a data collection form or scribbled them on the back of an 
out-of-date announcement you tore from the bulletin board, a collection of numbers is still just a collection of 
numbers. To be interpretable, they first must be organized in some sort of logical order" (Howell, 1997, p. 15) 
Chapter 8. 
Findings 
8.1 Introduction and Objectives 
In chapter 7, the following research questions were developed: 
1- Is providing a `true and fair view' in the financial statements and notes perceived as a secular 
ethical and legal requirement, or also a religious one, within the context of Islamic banks? 
2- What is `true and fair' perceived to mean within the context of Islamic banks? 
3- What are the implications of the answers to questions 1 and 2 above for the responsibilities 
of the external auditor of Islamic banks? 
These three questions have within them more specific questions, which are: 
a) What is AAOIFI perceived to do to contribute to ensuring the truth and fairness of the 
financial statements of Islamic banks? 
b) What is MGT perceived to do to ensure the truth and fairness of the financial statements of 
Islamic banks? 
c) What is EA perceived to do to attest as to the truth and fairness of the financial statements of 
Islamic banks? 
d) What is SSB perceived to do to contribute to ensuring the truth and fairness of the financial 
statements of Islamic banks? 
e) What is considered to be the pure (religious) motive for AAOIFI, MGT, EA, and SSB to 
contribute to ensuring the truth and fairness of the financial statements of Islamic banks? 
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0 What are considered to be the common information needs of the users of the financial 
statements of Islamic banks? 
g) What are considered to be the compliance requirements in financial reporting within the 
context of Islamic banks? 
h) What conditions are considered to be satisfied in order to provide TFV within the context of 
Islamic banks? 
The research hypotheses were discussed in chapter 7 (section 7.2.5). 
This chapter presents the findings of the empirical work in the following order: 
i) Description of the sample. 
ii) Findings. 
iii) Summary of the major findings. 
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8.2 The Sample 
As noted in chapter 7, the survey was conducted in June 1999. The selected countries were 
Bahrain and others (Saudi Arabia, Jordan, Sudan, Kuwait, United Arab Emirates, Nassau, Qatar, 
Indonesia, Egypt, Malaysia, and Pakistan). The questionnaires were distributed to: 
(1) MGT (2) EA (3) SSB (4) CB and (5) AAOIFI 
8.2.1 Sample Size 
The sample consisted of 120 questionnaires, which were distributed as follows: 
2 representatives of AAOIFI (100% from Bahrain), 9 of SSB members (100% from Bahrain), 62 
of MGT of Islamic banks (47 (75%) from Bahrain, and 15 (25%) from others), 30 of EA (20 
(67%) from Bahrain and 10 (33%) from others), and 17 of CB (5 (29%) from Bahrain and 12 
(71 %) from others). See Fig. 8.1 
Fig. 8.1 The Composition of the Sample 
153 
Chapter 8. Findings 
Table 8.1 shows that 65 (54%) usable responses were received. 
8.2.2 Sample Characteristics 
Table 8.2 summarizes the demographic information about the respondents. 
Variable Description 
Age 25-34 35-44 45-54 55-64 65+ 
38% 32% 21% 6% 3% 
Gender Male Female 
95% 5% 
Religion Muslim Others 
94% 6% 
Education HS BSc MSc PhD PQ' 
11% 18% 18% 14% 39"/0 
Working Experience (in 0-5 6-10 11-15 16-20 21+ 
years) 8% 22% 23% 14% 33% 
Table 8.2 Sample Characteristics 
1 pQ = Professional Qualification 
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The general conclusion that can be made from the above tables (8.1 and 8.2) that the model 
groups of the respondents were: 
1- In the age group of 25-34 years (38%). 
2- Male (95%). 
3- Muslim (94%). 
4- Holding professional qualifications (39%) such as CPA (Certified Public Accountants), 
ACCA (The Chartered Association of Certified Accountants), and CIMA (The Chartered 
Institute of Management Accountants). 
5- Having more than 21 years working experience (33%). 
8.3 Findings 
The findings of the survey will be described in the following order. 
1- Analysis of Questions 1,2, and 4 using descriptive statistics and Kruskal-Wallis test. 
2- Analysis of Questions 1,2, and 4 using Mann-Whitney U test. 
3- Comparison of the results produced by Kruskal-Wallis and Mann-Whitney tests. 
4- Analysis of Question 3 using descriptive statistics. 
5- Analysis of AAOIFI's perceptions. 
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8.3.1 Analysis of Questions 1,2, and 4 using Descriptive Statistics and Kruskal-Wallis test 
(n=64)2 
a. Introduction 
Statement # Mean Mode SD Minimum Maximum Skewness K-W 
Sig. 
1 5.75 6 1.11 3 7 -0.653 0.092 
2 5.88 7 1.18 2 7 -1.143 0.046 
3 6.08 7 0.98 4 7 -0.577 N/S 
4 5.31 7 1.59 1 7 -1.021 N/S 
5 5.98 7 1.11 2 7 -1.268 N/S 
6 5.81 7 1.52 1 7 -1.423 N/S 
Table 8.3 Question 1(statements 1-6): Descriptive Statistics and Kruskal-Wallis 
test 
N/S indicates that the differences are not significant at 10% using Kruskal-Wallis test. 
Statements 1-6 
I- Islamic banks invest and use funds in ways and means consistent with the Shari'a Rules and Principles. 
2- Compliance with the Shari'a is the prime attraction for the potential clients and investors of Islamic banks. 
3- Stakeholders want to be assured that these banks have actually complied with the Shari'a Rules and Principles. 
4- The financial statements of Islamic banks provide the stakeholders with information about the bank's compliance with 
the Islamic Shari'a. 
5- The financial statements provide a due and fair view of the Islamic bank's financial position, results of operations, and 
cash flows. 
6-AAOIFI, MGT, SSB, and EA of Islamic banks collaborate in ensuring the truth and fairness of the Islamic bank's 
financial statements. 
The first six statements of Question 1 are basically introductory statements, which discuss 
general issues about the financial reporting process within Islamic banks. 
As per table 8.3, the lowest value of the mean is 5.31 and the highest is 6.08, the mode is 7.00 for 
all statements except statement 1 in which the mode is 6.00. There is a negative coefficient of 
skewness for these statements. This implies that the respondents agreed with what was discussed 
by statements 1-6. 
Once again by looking at table 8.3, we can see that there is a significant difference in the 
perceptions of MGT, EA, CB, and SSB for statements 1 and 2 (P < 10%). However, there is no 
significant difference in the perceptions of the surveyed groups (P > 10%) about statements 3-6. 
Inc sample includes MGT, EA, SSB, and CB. 
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In statement 1, while 44% of MGT completely agree that Islamic banks invest and use funds in 
ways and means consistent with the Shari 'a Rules and Principles, it is only 17% of EA, 25% of 
CB, and 0% of SSB who completely agree with the same statement. Actually, 50% of SSB, 33% 
of EA, and 37.5% of CB weakly agree with the same statement. 
During the individual meetings held with SSB members for the purpose of discussing the survey 
questionnaire, the researcher asked the SSB members to give in percentage their estimation of 
Islamic banks' investment and use of funds in ways and means consistent with the Shari 'a Rules 
and Principles. Almost all of them said that it is about 80% or more. They attributed that to the 
fact that "Islamic banks are relatively new in comparison to their Western counterpart. It is a 
long way for them to go and reach to the point where they can work 100% independent of 
Western banks at the International level of the banking network. So, this may result in financial 
transactions, which might include prohibited earnings (usury). Islamic banks actually apply the 
purification process in which they donate the prohibited earnings to charities. These prohibited 
earnings and the way they were disposed of are disclosed in the financial statements of Islamic 
banks". 
The researcher, also, asked an external auditor to give in percentage his estimation of Islamic 
banks' investments and use of funds in ways and means consistent with the Shari 'a Rules and 
Principles. He answered as follows: 
It is very difficult to answer this question, but MGT, EA, and SSB have a very important role in ensuring that the 
Islamic banks' invest and use of funds in ways and means consistent with the Shari 'a. Actually, the expertise, the 
competence, and the self-monitoring mechanism possessed by MGT, EA, and SSB have a direct effect on the banks' 
compliance with the Shari 'a. Moreover, SSB of Islamic banks are strict in theirfatwas about the Islamic banks' 
products. SSB are very specific and precise about what they say and document, i. e., their fatwas and the procedures 
which they prescribe in relation to a particular product. 
Statement 2 is another example of the difference in the perceptions of the surveyed groups. 
While 67% of SSB and 50% of EA completely agree with statement 2, only 28% of MGT and 
13% of CB share the same view with them (SSB and EA). On the neutrality and disagreement 
side we can see: 
MGT EA CB SSB 
Neutral 4% 0% 0% 0% 
Disagree 3%SD 6%WD 13%WD 0% 
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b. Views of `What is AAOIFI perceived to do to contribute to ensuring the truth and 
fairness of the financial statements of Islamic banks? ' 
Statement # Mean Mode SD Minimum Maximum Skewness K-W 
Sig. 
7 6.28 7 1.09 1 7 -2.332 N/S 
8 5.79 7 1.54 1 7 -1.507 N/S 
9 6.19 7 1.18 1 7 -1.991 N/S 
10 4.68 7 2.10 1 7 -0.502 0.050 
11 5.68 6 1.37 1 7 -1.320 N/S 
24 4.61 4 1.65 1 7 -0.430 N/S 
25 5.26 6 1.77 1 7 -1.067 N/S 
26 6.22 7 1.01 3 7 -1.347 N/S 
27 5 5 1.38 1 7 -0.876 0.060 
28 5.33 6 1.61 1 7 -1.002 N/S 
Table 8.4 Question 1 (statements 7-11 and 24-28): Descriptive Statistics and 
Kruskal-Wallis test 
N/S indicates that the differences are not significant at 10% using Kruskal-Wallis test 
Statements (7-11 and 24-28) 
7- AAOIFI prepares, promulgates, and interprets accounting and auditing standards for Islamic banks in accordance with the 
Shari'a Rules and Principles. 
8- AAOIFI's standards require MGT. SSB, and EA to collaborate in ensuring the Islamic banks' compliance with the Shari'a 
Rules and Principles. 
9- AAOIFI's accounting and auditing standards increase the confidence of the users in the financial statements of Islamic banks. 
10- AAOIFI's accounting and auditing standards are ways to reduce MGT's control over the accounting and financial reporting 
process. 
11- AAOIFI's accounting and auditing standards lead to sufficient transparency in the financial reporting process. 
24- AAOIFI has little, or no, power to enforce the Islamic accounting and auditing standards that it has issued. 
25- The degree of influence exercised by the Banking Supervisory Unit of the Central Bank over the implementation of 
AAOIFI's standards is very high. 
26- There needs to be consensus between AAOIFI, MGT, SSB, and EA in order to implement AAOIFI's standards into real life 
practice. 
27- The level of MGT's compliance with the accounting standards of AAOIFI is very high. 
28- The level of EA's compliance with the auditing standards of AAOIFI is very high 
The questions in this part aimed to elicit the opinion of the surveyed group about AAOIFI's 
contribution to the truth and fairness of the financial statements of Islamic banks in terms of 
issuing Islamic accounting and auditing standards. Also, these questions were investigating the 
impact of AAOIFI's Islamic accounting and auditing standards on: (1) the collaboration among 
MGT, SSB, and EA to ensure the compliance with the Shari 'a Rules and Principles, (2) the 
confidence of the users in the financial statements of Islamic banks, (3) management's control 
over the accounting and financial reporting process, and (4) the transparency in the financial 
reporting process. Furthermore, the last few questions, within the same part, were discussing the 
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power of AAOIFI and the banking supervisory unit of the central bank over the implementation 
of AAOIFI's standards as well as the level of management's and external auditor's compliance 
with the standards. 
Based on the descriptive statistics used to analyze this section, we can see that the respondents 
agreed with the statements (7-11 and 24-28) discussing `what is AAOIFI perceived to do to 
ensure the truth and fairness of the financial statements of Islamic banks? ' This is evident from 
the mean values ranging between 4.61 and 6.28, the mode values ranging between 4.00 and 7.00, 
and a negative coefficient of skewness for the all statements (see table 8.4). 
The results for the Kruskal-Wallis test show that there is a significant difference in the 
perceptions of MGT, EA, SSB, and CB (p < 10%) for statements 10 (p = 0.050) and 27 (p = 
0.060). On the other hand, with regards to statements 7-9,11,24-26, and 28, there is no 
significant difference in the perceptions of the surveyed groups (p > 10%). 
In statement 10, the surveyed group gave a spectrum of the response categories as follows (See 
Fig. 8.2): 
MGT: 25% CA3,9% SA, 16% WA, 22% N, 9% WD, 3% SD, and 16% CD 
EA : 22% CA, 17% SA, 6% WA, 6% N, 22% WD, 6% SD, and 22% CD 
CB : 25% CA, 13% SA, 38% N, 13% SD, and 13% R 
SSB : 67% CA, 17% N, and 17% R 
3CA = Completely agree, SA = Strongly agree, WA = Weakly agree, N= Neutral, WD = Weakly disagree, SD - 
Strongly disagree, CD =Completely disagree, R= Refused 
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We can see from Fig. 8.2 that SSB members (67% completely agree) are very convinced that 
AAOIFI's accounting and auditing standards are ways to reduce MGT's control over the 
accounting and financial reporting process whereas EA are less convinced about the same 
statement in which 22% of them completely agree and also 22% of them completely disagree. 
On the other hand, MGT and CB are neutral (22% neutral). 
Statement 27 assumed that the level of MGT's compliance with the accounting standards of 
AAOIFI is very high. 34% of MGT strongly agree with the statement, 33% of EA and 38% of 
CB were neutral and 50% of SSB weakly agree. This implies that MGT are more convinced 
than SSB that their (MGT) compliance with the accounting standards of AAOIFI is very high. 
On the other hand, EA and CB are neutral. 
Fig. 8.2 Views about Statement 10 
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c. Views of `What is MGT perceived to do to ensure the truth and fairness of the 
financial statements of Islamic banks? ' 
Statement # Mean Mode SD Minimum Maximum Skewness K-W 
Sig. 
12 6.17 7 0.97 3 7 -1.062 0.022 
13 5.89 7 1.27 1 7 -1.356 0.001 
14 5.95 7 1.41 1 7 -1.625 0.007 
15 6.17 7 1.08 2 7 -1.694 0.022 
16 6.21 7 1.19 2 7 -1.825 0.001 
Table 8.5 Question 1 (statements 12-16): Descriptive Statistics and Kruskal- 
Wallis test 
Statements (12-16) 
12- MGT of Islamic banks prepares and presents the financial statements in accordance with the Shari'a Rules and Principles. 
13- MGT of Islamic banks prepares and presents the financial statements in accordance with the accounting standards of 
AAOIFL 
14- MGT of Islamic banks prepares and presents the financial statements in accordance with the International Accounting 
Standards. 
15- MGT of Islamic banks prepares and presents the financial statements in accordance with the relevant national standards and 
practices in the country in which the Islamic bank operates. 
16- MGT discloses material information that is necessary to make the financial statements adequate, relevant and reliable for the 
users. 
Statements 12-16 of Question 1 aimed to investigate the opinion of MGT, EA, SSB, and CB 
about `what is MGT perceived to do to ensure the truth and fairness of the financial statements of 
Islamic banks? ' 
The lowest value of the mean is 5.89 and the highest is 6.21, the mode is 7.00 for all statements, 
and there is a negative coefficient of skewness for statements 12- 16. This implies that the 
respondents agreed with what was discussed by these statements (see table 8.5). 
The results of the Kruskal-Wallis test show that there is a significant difference in the 
perceptions of MGT, EA, CB, and SSB (P < 10%) with regard to statements 12-16 as follows: 
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Statement # MGT EA CB SSB 
12. 59%CA 44%SA 50%WA 50%WA 
13. 50%CA 50%CA 50%WA 67%WA 
14. 59% CA 56%CA 38% SA 33% SA, & 
WA (each) 
15. 53% CA 56% CA 38% SA 33% SA, & 
WA (each) 
16. 72% CA 56%CA 25% SD, N, 50%WA 
& WA (eadi) 
It could be noted that: 
1- Over 50% of MGT completely agree with statements 12-16. 
2- Nearly 50% of EA strongly agree with statement 12, and over 50% completely agree with 
statements 13-16. 
3- 50% of CB weakly agree with statements 12 and 13, nearly 40% strongly agree with 
statements 14 and 15, and 25% (each) weakly agree, neutral, and strongly disagree with 
statement 16. 
4- 50% or more of SSB weakly agree with statements 12,13, and 16, whereas their responses 
were more toward "strongly agree" and "weakly agree" for statements 14 and 15. 
5- The greatest support for statements 12,13,14 and 16 comes from MGT (over 50% 
completely agree). However, statement 15 was given the greatest support by the EA. 
6- The least support for statements 12,13,14, and 15 comes from SSB (50% or more weakly 
agree) while statement 16 was least supported by CB (25% (each) weakly agree, neutral, and 
strongly disagree). 
7- Overall, all responses were in the side of agreement with differences in their strength 
(completely agree, strongly agree, or weakly agree). 
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d. Views of `What is EA perceived to do to attest as to the truth and fairness of the 
financial statements of Islamic banks? ' 
Statement # Mean Mode SD Minimum Maximum Skewness K -W 
Sig. 
18 4.51 7 2.28 1 7 -0.460 N/S 
19 5.71 7 1.81 1 7 -1.484 N/S 
20 6.03 7 1.60 1 7 -2.169 N/S 
21 5.85 7 1.81 1 7 -1.804 N/S 
23 3.68 1 2.29 1 7 0.008 N/S 
Table 8.6 Question 1 (statements 18-21 and 23): Descriptive Statistics and 
Kruskal-Wallis test 
N/S indicates that the differences are not significant at 10% using Kruskal-Wallis test. 
Statements (18-21 and 23) 
1& EA expresses an opinion, in their report, as to whether the financial statements have been prepared in accordance with the 
Shari'a Rules and Principles as determined by the SSB. 
19- EA expresses an opinion, in their report, as to whether the financial statements have been prepared in accordance with the 
accounting standards ofAAOIFI. 
20- EA expresses an opinion, in their report, as to whether the financial statements have been prepared in accordance with the 
IASs. 
21- EA expresses an opinion, in their report, as to whether the financial statements have been prepared in accordance with the 
relevant national standards or practices in the country in which the Islamic bank operates. 
23- EA discloses to the shareholders, in their report, material breaches of Shari'a, fatwas, rulings, and guidelines. 
The main theme of including statements 18-21 and statement 23 in Question 1 is to find out 
`what is EA perceived to do to attest as to the truth and fairness of the financial statements of 
Islamic banks? ' 
They all agreed with statements 18-2 1. This is evident from the mean values ranging between 
4.51 and 6.03, the mode is 7.00 in all cases, and there is a negative coefficient of skewness in all 
cases too (see table 8.6). Interestingly, they all disagreed with statement 23. The mean is 3.68, 
the mode is 1.00, and the statement is positively skewed (coefficient of skewness = 0.008). 
The results of the Kruskal-Wallis test show that there is no significant difference in the 
perceptions of MGT, EA, SSB, and CB about `what is EA perceived to do to attest as to the truth 
and fairness of the financial statements of Islamic banks? ' (p < 10%) as follows: 
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Statement # MGT EA CB SSB 
18. 22%CA 390/a CA 25%CA 171/o CA 
19. 41%CA 67%CA 63%CA 33%SA 
20. 53%CA 72%CA 50%CA 17%CA 
21. 50%CA 670/a CA 50%CA 170/9 CA 
23. 28% CD 39% CD 50% CD 17% WD 
From the above, it can be realized that: 
1- Over 20% of MGT completely agree with statement 18, over 40% completely agree with 
statements 19-21, and over 30% completely disagree with statement 23. 
2- Nearly 40% of EA completely agree with statement 18, over 60% completely agree with 
statements 19-21, and nearly 40% completely disagree with statement 23. 
3- Nearly 30% of CB completely agree with statement 18, over 50% completely agree with 
statements 19-21, and 50% completely disagree with statement 23. 
4- Nearly 20% of SSB completely agree with statements 18,20, and 21, over 30% strongly 
agree with statement 19, and nearly 20% weakly disagree with statement 23. 
5- They all completely agree with statements 18-21, except SSB strongly agree with statement 
19. 
6- They all completely disagree with statement 23, except SSB weakly disagree with statement 
23. 
7- The greatest support for statements 18-21 was given by the EA whereas the least support 
comes from SSB. 
8- The complete disagreement of CB (50% completely disagree) about statement 23 was 
stronger than EA (39%) and MGT (28%). But, SSB (17%) weakly disagree with the same 
statement. 
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e. Views of `What is SSB perceived to do to contribute to ensuring the truth and 
fairness of the financial statements of Islamic banks? 
Statement # Mean Mode SD Minimum Maximum Skewness K -W 
Sig. 
17 6.30 7 1.12 2 7 -2.031 N/S 
22 5.59 7 1.73 1 7 -1.232 N/S 
Table 8.7 Question 1 (statements 17 and 22): Descriptive Statistics and Kruskal- 
Wallis test 
N/S Indicates that the differences are not significant at 10% using Kruskal-Wallis test. 
Statements 17 and 22 
17- SSB of Islamic banks forms an opinion, in their report, as to whether the Islamic bank has complies with the Shari'a Rules 
and Principles and also with the specific fatwas, rulings, and guidelines issued by them (SSB). 
22- SSB of Islamic banks discloses to the shareholders, in their report, material breaches of Shari'a, fatwas, rulings, and 
guidelines. 
Statements 17 and 22 discussed `what is SSB perceived to do to contribute to ensuring the truth 
and fairness of the financial statements of Islamic banks? ' 
Based on the descriptive statistics used to analyze this section (refer to table 8.7), we can see that 
the mean was 6.30 for statement 17 and 5.59 for statement 22. The mode was 7.00 for both 
statements. And both statements were negatively skewed. 
As per the results of the Kruskal-Wallis test, there is no significant difference in the perceptions 
of MGT, EA, CB, and SSB about `what is SSB perceived to do to ensure the truth and fairness of 
the financial statements of Islamic banks? ' 
In statement 17 (P > 10%): MGT (66% CA), EA (56% CA), CB (38% CA), and SSB (33% CA). 
See Fig. 8.3 
In statement 22 (P > 10%): MGT (53% CA), EA (33% CA), CB (25% CA) and SSB (33% CA). 
See Fig. 8.4 
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E Views of `What is considered to be the pure (religious) motive for MGT, EA, SSB, 
and AAOIFI to contribute to ensuring the truth and fairness of the financial 
statements of Islamic banks? ' 
Statement # Mean Mode SD Minimum Maximum Skewness K -W 
Sig. 
29 6.48 7 1.01 4 7 -1.852 N/S 
30 5.94 7 1.32 2 7 -1.101 N/S 
31 5.94 7 1.12 2 7 -1.082 N/S 
32 5.70 7 1.13 2 7 -0.617 N/S 
33 6.03 7 1.37 1 7 -1.593 N/S 
34 6.03 7 1.37 2 7 -1.544 N/S 
35 6 7 1.80 1 7 -1.805 N/S 
36 6.02 7 1.34 2 7 -1.544 N/S 
37 5.63 7 1.78 1 7 -1.317 0.002 
38 6.33 7 1.10 2 7 -1.730 N/S 
39 5.97 7 1.63 1 7 -1.801 N/S 
40 5.95 7 1.59 1 7 -1.762 N/S 
41 6.02 7 1.71 1 7 -2.110 N/S 
Table 8.8 Question 1 (statements 29-41): Descriptive Statistics and Kruskal- 
Wallis test 
N/S indicates that the differences are not significant at 10% using Kruskal-Wallis test. 
Statements 29-41 
29- AAOIFI, SSB, Muslim MGT and Muslim EA are accountable for their actions before Almighty Allah on the day of 
Judgement. 
30- It is the fear of Allah in private and in public, which motivates AAOIFI, SSB, Muslim MGT, and Muslim EA to ensure the 
truth and fairness of the financial statements. 
31- They aim to attain the required righteousness and perfection in their work by performing the duties assigned to them in the 
best manner. 
32-'They seek to obey Allah in performing their work and not hypocrisy, fame, flattery, boasting, or ostentation. 
33- They are the vicegerents of Allah on earth and have to observe His commandments and prohibitions. 
34- It is the religious duty of AAOIFI to prepare the accounting and auditing standards that would ensure the truth and fairness of 
the Islamic bank's financial statements. 
35- It is the religious duty of SSB to ensure the truth and fairness of the Islamic bank's financial statements. 
36- It is the religious duty of Muslim MGT to ensure the truth and fairness of the Islamic bank's financial statements. 
37- It is the religious duty of Muslim EA to attest as to the truth and fairness of the Islamic bank's financial statements. 
38- It is an ethical requirement for non-Muslim MGT to ensure the truth and fairness of the Islamic bank's financial statements. 
39- It is a legal requirement for non-Muslim MGT to ensure the truth and fairness of the Islamic bank's financial statements. 
40- It is an ethical requirement for non-Muslim EA to attest as to the truth and fairness of the Islamic bank's financial statements. 
41- It is a legal requirement for non Muslim EA to attest as to the truth and fairness of the Islamic bank's financial statements. 
The first five statements (29-33) are based on the professional code of ethics issued by AAOIFI. 
They are based on the Shari 'a foundations of accountant's professional ethics such as the 
principle of vicegerency of humanity on earth, sincerity, piety, righteousness and making one's 
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work perfect, and man's accountability before Allah Almighty. These statements are touching 
on very sensitive and spiritual issues of the relationship between man and Allah. 
Looking at table 8.8, the lowest value of the mean is 5.70 and the highest is 6.48, the mode is 
7.00 for the five statements, and they are negatively skewed. In other words, respondents agreed 
that there is a religious motive for AAOIFI, Muslim MGT, Muslim EA, and SSB to ensure the 
truth and fairness of the financial statements of Islamic banks. The results of the Kruskal-Wallis 
test indicate that the perceptions of MGT, EA, SSB, and CB do not significantly differ about 
statements 29-33. 
One would expect all responses to be on the agreement side (the far right) of the scale because of 
the sensitivity and spirituality of the issues discussed by these statements. The outcome was a 
blend of different values of the scale (1-7), having the highest proportion of the response on the 
far right of the scale as follows. Also, See Fig. 8.5-8.9 
Statement # MGT EA CB SSB 
29. 19%N 11%N 13%SA 17%SA 
16%SA 11%SA 871/o CA 93% CA 
65%CA 78% CA 
30, 3%SD 6%WD 25%N 17%WA 
3%WD 17%N 501/o SA 50% SA 
16%N 6%WA 25%CA 33%CA 
7%WA 17%SA 
19% SA 56% CA 
52%CA 
31. 3%SD 11%N 12%N 17%WA 
13%N 22% WA 38%WA 50%SA 
7% WA 39% SA 25% SA 33% CA 
29%SA 28% CA 25%CA 
48%CA 
32, 3%SD 12%N 12%N 33%WA 
16%N 29%WA 25%WA 33%SA 
28%WA 35%SA 38%SA 33% CA 
19%SA 24%CA 25%CA 
34% CA 
33. 3%CD 6%WD 25%WA 50%WA 
3%WD 17%N 12%SA 17%SA 
9%N 22%SA 63%CA 33%CA 
13%WA 56%CA 
16% SA 
56% CA 
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Fig. 8.9 Views about Statement 33 
Statements (34-37) were basically introduced as a cross-check on the assumption made by the 
researcher which is providing a `true and fair view' is a religious duty for AAOIFI, the SSB 
Board, Muslim MGT, and Muslim EA. And statements (38-41) stated that it is an ethical and 
legal requirement for non-Muslim MGT and non-Muslim EA to ensure the truth and fairness of 
the financial statements of Islamic banks. 
The mean values, for statements 34-41, are ranging between 5.63 and 6.33, and the mode is 7.00 
for all statements. Also, these statements are negatively skewed (See table 8.8). These 
descriptive statistics reflect that respondents agreed that it is the religious duty of AAOIFI, SSB, 
Muslim MGT, and Muslim EA to ensure the truth and fairness of the financial statements of 
Islamic banks and it is an ethical and legal requirement for non-Muslim MGT and non-Muslim 
EA to ensure the truth and fairness of these financial statements. 
The results of Kruskal-Wallis test, for statements 34-41, show that the perceptions of the 
surveyed groups about statements 34-36 and 38-41 do not differ significantly as follows: 
Sixteub"A # MGT EA ('B SSB 
34. 53%CA 44%CA 50°oCA 83%CA 
1& 66%CA 56%CA 63%CA 100%CA 
36. 59%CA 33% CA 38%CA 670/o CA 
38. 66%CA 61%CA 63%CA R3%CA 
39. 53%CA 61%CA 50%CA 93% CA 
40. 50%CA 50%CA 63%CA 83%CA 
41. 56%CA 50%CA 63%CA 83%CA 
However, there is a significant difference in the perceptions of the surveyed group about 
statement 37 (It is the religious duty of Muslim EA to attest as to the truth and fairness of the 
Islamic bank's financial statements) (P < l0%) as follows: 
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Statement # MGT EA CB SSB 
37.63%CA 17o, %o CA 38%CA 67%CA 
6%WA 22%WA 13% WA 17%WA 
On one hand, while 67% of SSB, 63% of MGT, and 38% of CB completely agree with statement 
37, only 17% of EA completely agree with this statement. On the other hand, while 22% of EA 
weakly agree with statement 37, only 6% of MGT, 13% of CB, and 17% of SSB share the same 
view with the EA. 
Actually, EA gave a blend of values of the scale for statement 37: 17% CD, 11% SD, 17% N, 
21% WA, 17% SA, and 17% CA). See Fig. 8.10 
0 CA 
17% 17%   SA 
Q WA 
11% 17% QN 
0%   WD 
17% D SD 
21%  CD 
Fig. 8.10 Views of EA about Statement 37 
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h. Views of `What are considered to be the compliance requirements in financial 
reporting within the context of Islamic banks? ' 
Item # Mean Mode SD Minimum Maximum Skewness K-W 
Sig. 
1 5.92 7 1.48 1 7 -1.716 N/S 
Table 8.10 Question 4: Descriptive Statistics and Kruskal-Wallis test 
N/S indicates that the differences are not significant at 10% using Kruskal-Wallis test. 
The respondents strongly agreed (mean = 5.92) with the statement of 
The compliance of the financial statements of Islamic banks with the Shari'a Rules and Principles, the accounting 
standards of AAOIFI, the International Accounting Standards and the relevant national accounting standards and 
practices which do not contravene the Shari'a Rules and Principles constitutes the fair reporting of the entity's 
financial position, results of its operations, and cash flows in a manner that would reveal what is halal (permissible) 
and haram (forbidden). 
The results of the Kruskal-Wallis test (P > 10%) reveal that there is no significant difference in 
the perceptions of MGT, EA, CB, and SSB about the compliance requirements: MGT 47% CA, 
EA 33% CA, CB 50% CA, and SSB 50% CA. See Fig. 8.11 
Summary 
The above discussion mainly focused on the analysis of the perceptions of MGT, EA, SSB, and 
CB for Questions 1,2, and 4 using descriptive statistics and Kruskal-Wallis test (n = 64). 
What follows is further analysis for Questions 1,2, and 4 using the Mann-Whitney U test. The 
Mann-Whitney U test was used to investigate the differences in the perceptions of the following 
pairs of groups: 
1- EA and MGT 
i 
Fig. 8.11 Views about Question 4 
Chapter 8. Findings 
2- MGT and CB 
3- EA and CB 
4- EA and SSB 
5- MGT and SSB 
6-CB and SSB 
The results of the Mann-Whitney U test were as follows. 
8.3.2 Analysis of Questions 1,2, and 4 using Mann-Whitney U test (n=64)4 
Table 8.11 summarizes the results of Mann-Whitney U test for Question 1. 
4The sample includes MGT, EA, SSB, and CB. 
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Statement # EA & MGT MGT & CB EA & CB EA & SSB MGT& SSB CB & SSB 
1 0.026 N/S N/S N/S N/S N/S 
2 0.064 N/S 0.076 N/S 0.037 0.027 
3 N/S N/S N/S N/S N/S N/S 
4 0.085 N/S N/S N/S N/S N/S 
S N/S N/S N/S N/S N/S N/S 
6 N/S N/S N/S N/S N/S N/S 
7 N/S N/S N/S N/S N/S N/S 
8 NS N/S N/S N/S N/S N/S 
9 N/S N/S N/S NS N/S N/S 
10 N/S 0.079 N/S 0.029 0.043 N/S 
11 N/S N/S N/S 0.069 0.047 0.027 
12 N/S 0.005 0.023 N/S N/S N/S 
13 N/S 0.004 0.002 0.002 0.008 N/S 
14 N/S 0.001 0.009 N/S N/S N/S 
15 N/S 0.009 0.013 N/S N/S N/S 
16 N/S 0.000 0.002 N/S 0.041 0.096 
17 N/S N/S N/S N/S N/S N/S 
lg N/S N/S N/S N/S N/S N/S 
19 N/S N/S N/S 0.017 N/S N/S 
20 NS N/S N/S N/S N/S N/S 
21 N/S N/S N/S N/S N/S N/S 
22 N/S 0.055 N/S N/S N/S N/S 
23 NS N/S N/S N/S N/S N/S 
24 N/S 0.031 N/S N/S NS N/S 
25 N/S N/S N/S N/S N/S N/S 
26 N/S N/S 0.068 N/S N/S 0.094 
27 0.055 N/S N/S 0.041 N/S 0.062 
28 N/S N/S N/S N/S N/S N/S 
29 N/S N/S N/S N/S N/S N/S 
30 N/S N/S N/S N/S N/S N/S 
31 N/S N/S N/S N/S N/S N/S 
32 NS N/S N/S N/S N/S N/S 
33 N/S N/S NS N/S N/S N/S 
34 N/S N/S N/S N/S N/S N/S 
35 N/S N/S N/S 0.056 0.099 N/S 
36 0.074 N/S N/S 0.079 N/S N/S 
37 0.000 N/S N/S 0.018 N/S NS 
38 N/S N/S N/S N/S NS N/S 
39 N/S N/S NS NS N/S N/S 
40 N/S N/S N/S N/S N/S N/S 
41 N/S I N/S NS N/S N/S N/S 
Table 8.11 Question One (statements 1-41): Mann-Whitney U test 
N/S indicates that the differences are not significant at 10% using Mann-Whitney U test. 
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As we can see from table 8.11, there is a significant difference in the perceptions of the 
following pairs of groups about the 41 statements in question one (P < 10%): 
1- EA & MGT: statements 1,2,4,27,36 and 37. 
2- MGT & CB: statements 10,12,13,14,15,16,22, and 24. 
3- EA & CB: statements 2,12,13,14,15,16, and 26. 
4- EA & SSB: statements 10,11,13,19,27,35,36, and 37. 
5- MGT & SSB: statements 2,10,11,13,16 and 35. 
6- CB & SSB: statements 2,11,16,26 and 27. 
Table 8.12 summarizes the results of Mann-Whitney U test for Question 2. 
Item # EA & MGT MGT & CB EA & CB EA & SSB MGT& SSB CB & SSB 
1 N/S N/S N/S N/S N/S N/S 
2 N/S N/S N/S N/S N/S N/S 
3 NS N/S N/S N/S 0.033 0.061 
4 N/S N/S N/S N/S N/S N/S 
5 N/S N/S N/S N/S N/S N/S 
6 N/S N/S N/S N/S N/S N/S 
7 N/S N/S N/S NS N/S N/S 
s NS N/S N/S N/S N/S N/S 
Table 8.12 Question Two: Mann-Whitney U test 
N/S indicates that the differences are not significant at 10% using Mann-Whitney U test. 
The results of Mann-Whitney U test show that there is a significant difference in the perceptions 
of the following pairs of groups about the importance of the common information needs of users 
of the financial statements of Islamic banks (P < 10%): 
1. MGT & SSB: item 3 
2. CB & SSB: item 3 
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Table 8.13 summarizes the results of Mann-Whitney U test for Question 4. 
Item # EA & MGT MGT & CB EA & CB EA & SSB MGT& SSB CB & SSB 
1 N/S N/S N/S N/S N/S N/S 
Table 8.13 Question Four: Mann-Whitney U test 
N/S indicates that the differences are not significant at 10% using Mann-Whitney U test. 
As per table 8.13, there is no significant difference in the perceptions of the surveyed groups 
about the compliance requirements within Islamic banks. 
8.3.3 Kruskal-Wallis vs. Mann-Whitney 
A summary of the results of both Kruskal-Wallis and Mann-Whitney are as follows. 
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K-W Sig. M-W Sig. 
Statement # MGT, EA, 
SSB, &CB 
EA & MGT MGT & CB EA & CB EA & SSB MGT& SSB CB & SSB 
1 J J 
2 J J J J J 
3 
4 J 
5 
6 
7 
S 
9 
10 J J J J 
11 J J J 
12 J J J 
13 J J J J J 
14 J J J 
15 J J J 
16 J J J J J 
17 
18 
19 
J 
20 
21 
22 
J 
23 
24 
J 
25 
26 J J 
27 J J J J 
28 
29 
30 
31 
32 
33 
34 
35 J J 
36 J J 
37 J J J 
38 
39 
40 
41 
Table 8.14 Question One (statements 1-41): Kruskal-Wallis test and Mann-Whitney U 
tests 
J Indicates that the differences are significant at 10% using Kruskal-Wallis and Mann-Whitney U tests 
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K -W Sig. M-W Sig. 
Item # MGT, EA, 
SSB&CB 
EA & MGT MGT & CB EA & CB EA & SSB MGT& SSB CB & SSB 
1 
2 
3 
4 
S 
6 
7 
S 
Table 8.15 Question Two: Kruskal-Wallis and Mann-Whitney U tests 
4 Indicates that the differences are significant at 10°/9 using Kraskal-Wallis and Mann-Whitney U tests 
K-W Sig. M-W Sig. 
Item # MGTEA, 
SSB&CB 
EA & MGT MGT & CB EA & CB EA & SSB MGT& SSB CB & SSB 
1 x X X X X X x 
Table 8.16 Question Four: Kruskal-Walcis and Mann-Whitney U tests 
X Indicates that the differences are not significant at 10°/* using Kruskal-Wallis and Mann-Whitney U tests 
A comparison among the results of the Kruskal-Wallis and Mann-Whitney tests for Questions 1, 
2, and 4 (tables 8.14,8.15, and 8.16) indicates the following. Firstly, there are sets of common 
statements between these two statistical tests in which respondents' perceptions significantly 
differ. These statements, from question one only, are5 1,2,10,12,13,14,15,16,27, and 37. 
Secondly, in addition to these common statements, the results of the Mann-Whitney U test show 
further significant differences in the perceptions of the following pairs of groups (Questions 1 
and 2): 
Question I 
1- EA & MGT: statements 4 and 36. 
4-The financial statements of Islamic banks provide the stakeholders with information about the bank's compliance with the 
Islamic Shari'a. 
36- It is the religious duty of Muslim MGT to ensure the truth and fairness of the Islamic bank's financial statements. 
sAnalysis of these significant differences was presented in section 8.3.1 
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While 41% of MGT completely agree with statement 4, only 11% of EA share the same view 
with them. Also, with regard to statement 36,59% of MGT completely agree with this statement 
whereas only 33% of EA do so. 
2- MGT & CB: statements 22 and 24. 
22- SSB of Islamic banks discloses to the shareholders, in their report, material breaches of Shari'a, fatwas, rulings, and 
guidelines. 
24-AAOIFI has little, or no, power to enforce the Islamic accounting and auditing standards that it has issued. 
53% of MGT completely agree with statement 22 while only 25% of CB do so. Interestingly, 
with respect to statement 24,50% of CB completely agree with this statement, but 25% of MGT 
weakly agree with the same statement. 
3- EA & CB: statement 26. 
26- There needs to be consensus between AAOIFI, MGT, SSB, and EA in order to implement AAOIFI's standards into real life 
practice. 
With regard to statement 26,75% of CB completely agree with this statement while only 39% of 
EA share the same view. 
4- CB & SSB: statements 11 and 26. 
I I- AAOIFI's accounting and auditing standards lead to sufficient transparency in the financial reporting process. 
26- There needs to be consensus between AAOIFI, MGT, SSB, and EA in order to implement AAOIFI's standards into real life 
practice. 
While 67% of SSB completely agree with statement 11,50% of CB share the same view. On the 
other hand, while 75% of CB completely agree with statement 26, only 33% of SSB. 
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5- EA & SSB: statements 11,19,35, and 36. 
11- AAOIFI's accounting and auditing standards lead to sufficient transparency in the financial reporting process. 
19- EA expresses an opinion, in their report, as to whether the financial statements have been prepared in accordance with the 
accounting standards of AAOIFL 
35- It is the religious duty of SSB to ensure the truth and fairness of the Islamic bank's financial statements. 
36- It is the religious duty of Muslim MGT to ensure the truth and fairness of the Islamic bank's financial statements. 
Statement # EA SSB 
11 33%CA 67%CA 
19 67°/. CA 33%SA 
35 56°/%CA 100%CA 
36 33°/%CA 67%CA 
Interestingly, we can see that the complete agreement of EA is stronger than SSB with regard to 
statement 19. On the other hand, we can still see that the complete agreement of SSB is stronger 
than the EA with respect to statements 11,35, and 36. 
6- MGT & SSB: statements 11 and 35. 
11- AAOIFI's accounting and auditing standards lead to sufficient transparency in the financial reporting process. 
35- It is the religious duty of SSB to ensure the truth and fairness of the Islamic bank's financial statements. 
Only 28% of MGT completely agree with statement 11 while 67% of SSB completely agree with 
the same statements. Also, 100% of SSB completely agree with statement 35 while 66% of 
MGT do so. 
estion 2 
tem 3: The was and means of using the available economic resources. 
The Mann-Whitney U test indicates that there is a significant difference in the perceptions of 
1- MGT & SSB about item 3 in which 59% of MGT considered item 3 as extremely 
important while 33% of SSB considered the same item very important. 
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2- CB & SSB about item 3 in which 75% of CB considered item 3 as extremely important 
while 33% of SSB considered the same item very important. 
Summary 
The above discussion was related to the analysis of questions 1,2, and 4 using Mann-Whitney U 
test. It also highlighted the results of the comparison conducted between Kruskal-Wallis and 
Mann-Whitney tests. 
The next section presents the analysis of Question 3 using descriptive statistics. As explained 
previously in chapter 7, the data in this question was nominal data and there was no linear, 
numeric scale used. Therefore it was not applicable to run neither Kruskal-Wallis, nor Mann- 
Whitney U tests. For the purpose of analyzing this question, the values of (1-5) were assigned to 
the categories of the conditions in which 5= Sufficient, 4= Necessary, 3= Both, 2= Neither, 
and 1= Don't know. And the mode was used to analyze this question. 
8.3.4 Analysis of Question 3 using Descriptive Statistics (n=64)6 
`What Conditions are considered to be satisfied in order to provide TFV within the Context of 
Islamic Banks? ' 
Initially, the following table was produced. 
Condition # The Mode 
1 4 
2 3 
3 4 
4 4 
5 4 
6 3 
7 3 
8 4 
9 4 
I- Financial statements are free from material errors. 
2- Financial statements are accurate and correct. 
3- Financial statements are not misleading. 
4- Financial statements are objective and free from bias. 
5- Financial statements are relevant and useful. 
6- Financial statements are prepared, in all material respects, in accordance with Shari'a Rules and Principles. 
7- Financial statements are prepared, in all material respects, in accordance with accounting standards of AAOIFL 
8- Financial statements are prepared, in all material respects, in accordance with International Accounting Standards which do 
not contravene Shari'a Rules and Principles. 
9- Financial statements are prepared, in all material respects, in accordance with relevant national accounting standards and 
practices, which do not contravene Shari'a Rules and Principles, in the country in which Islamic bank operates. 
Table 8.17 Descriptive statistics for question 3 
6The sample includes MGT, EA, SSB, and CB. 
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The mode indicates: 
" Conditions 1,3,4,5,8, and 9 are `Necessary' to provide a `true and fair view' within 
Islamic banks. 
" Conditions 2,6, and 7 are `Sufficient and Necessary' (both) to provide a `true and fair 
view' within Islamic banks. 
However, it seems that respondents did not properly understand the logical requirement of the 
categorization in which there could be either. 
1- One `Sufficient' condition only. 
2- A conjunction of 'Sufficient' conditions, and then no other conditions could be classified as 
necessary. 
3- A conjunction of individual `Necessary' conditions which could be collectively considered as 
a `Sufficient' condition. 
4- Only one condition that could be classified as both `Sufficient and Necessary'. For example, 
we cannot have conditions 2,6, and 7 classified as both at the same time. It could only be 
one of them. 
Actually, their responses were not following the above-mentioned logical requirement. An 
example of one of these responses, which was not following the logical requirement, is 
reproduced below. 
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Condiäons Sufficient Necessary Both Neither Don't 
Know 
1. Financial statemmis are free from material errors. Q x Q p Q 
2. Financial statements are accurate and correct. X 0 Q 0 ,Q 
3. Financial statements are not misleading. Q Q X Q Q 
4. Financial statements are objective and free from bias. Q 0 x Q 13 
} 
5. Financial statements are relevant and useful. Q Q x Q Q 
6. Financial statements are prepared, in all material respects, Q iQ X 0 0 
in accordance with Shari'a Rules and Principles. 
t 
7. Financial statements are prepared, in all material respects, y Q Q X Q Q 
in accordance with the accounting standards of AAOIFL 
8. Financial statements are prepared, in all material respects, Q x Q 0 Q 
in accordance with International Accounting Standards which 
do not contravene Shari's Rules and Principles. 
9. Financial statements are prepared, in all material respects, Q x Q Q Q 
in accordance with relevant national accounting standards and 
practices, which do not contravene Shari's Rules and 
Principles, in the country in which the Islamic bank operates. 
S 
f 
; 
rig. o. tz mampie of responses given to question 3 
Due to the anonymity, it was not possible to go back to the respondents regarding this question. 
Instead of reinventing the wheel, the researcher decided to: 
1- Reclassify all the conditions that were originally categorized as `Both' to `Necessary'. 
2- Other conditions were the kept in the same way that the respondents have originally 
classified them. 
Based on points 1 and 2, the results came as follows. 
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Condition # The Mode 
14 
24 
34 
44 
54 
64 
74 
84 
94 
I- Financial statements are free from material errors. 
2- Financial statements are accurate and correct 
3- Financial statements are not misleading. 
4- Financial statements are objective and free from bias. 
5- Financial statements are relevant and useful. 
6- Financial statements are prepared, in all material respects, in accordance with Shari'a Rules and Principles. 
7- Financial statements are prepared, in all material respects, in accordance with accounting standards of AAOIFL 
8- Financial statements are prepared, in all material respects, in accordance with international Accounting Standards which do 
not contravene Shari'a Rules and Principles. 
9- Financial statements are prepared, in all material respects, in accordance with relevant national accounting standards and 
practices, which do not contravene Shari'a Rules and Principles, in the country in which Islamic bank operates. 
Table 8.18 Re-classified Responses of Question 3 
We can see that the above nine conditions are a conjunction of individual `Necessary' conditions 
which could be collectively considered as a `Sufficient' condition to provide a TFV within the 
context of Islamic banks. 
Summary 
Sections 8.3.1 - 8.3.3 presented the perceptions of MGT, EA, SSB, and CB, in which n=64, 
using . descriptive statistics and the non-parametric tests: Kruskal-Wallis and Mann-Whitney tests 
for Questions 1,2, and 4. Section 8.3.4 presented the analysis for Question 3, in which n=64 and 
includes MGT, EA, SSB and CB, using the mode. The next section (8.3.5) presents the 
perceptions of AAOIFI's representative (n=1). The perceptions of AAOIFI's representative is 
shown based on the original values assigned by the respondent since it was not applicable neither 
to use descriptive statistics nor to run Kruskal-Wallis and Mann-Whitney (as previously 
explained in chapter 7). 
8.3.5 Analysis of AAOIFI's perceptions 
Table 8.19 presents the values given by AAOIFI's representative for the 41 statements of 
Question 1. 
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Statement # Original Values 
1 3 
2 7 
3 4 
4 5 
5 5 
6 6 
7 7 
8 7 
9 7 
10 6 
11 6 
12 5 
13 7 
14 3 
15 6 
16 7 
17 7 
18 6 
19 7 
20 5 
21 6 
22 7 
23 7 
24 5 
25 7 
26 7 
27 6 
28 6 
29 7 
30 7 
31 6 
32 6 
33 7 
34 7 
35 7 
36 7 
37 7 
38 7 
39 6 
40 7 
41 6 
Table 8.19 AAOWI's Perception (Question 1) 
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It could be noticed that the minimum value assigned was 3 and the maximum value was 7. In 
specific, the respondent: 
1- Weakly disagree with 2 statements (statements I and 14). 
2- Was neutral with statement 3. 
3- Weakly agree with 5 statements (statements 4,5,12,20, and 24). 
4- Strongly agree with 12 statements (statements 6,10,11,15,18,21,27,28,31,32,39, and 
41). 
5- Completely agree with 21 statements (statements 2,7,8,9,13,16,17,19,22,23,25,26,29, 
30,33,34,35,36,37,38, and 40). 
In short, responses to 38 statements out of total of 41 statements received the values between 5 
and 7 which implies the respondent agreement with what was discussed in Question 1, whereas 
responses to 3 statements out of total 41 statements were between neutrality and disagreement. 
Table 8.20 shows the values assigned by AAOIFI's representative for Question 2. 
Item # Original Values 
1 7 
2 7 
3 5 
4 6 
5 6 
6 7 
7 7 
8 7 
Table 8.20 AAOIFI's Perception (Question 2) 
It can be seen that: 
1- Items 1,2,6,7, and 8 were perceived extremely important. 
2- Item 3 was perceived as important. 
3- Items 4 and 5 were considered ver' important. 
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AAOIFI's representative classified each of the nine conditions of TFV within Islamic banks' 
context as a Necessary' condition. See table 8.21 
Condition # Classification 
1 4' 
2 4 
3 4 
4 4 
5 4 
6 4 
7 4 
8 4 
9 4 
Table 8.21 AAOIFI's Perception (Question 3) 
AAOIFI's representative strongly agreed with the statement of the compliance requirements. See 
table 8.22 
Item Original 
Value 
Itýe compliance of the financial statements of Islamic banks with the 
Shari's Rules and Principles, the accounting standards of AAOIFI, the 6 international accounting standards and the relevant standards and 
practices which do not contravene Shari'a Rules and Principles 
constibues the fair reporting of the entity's financial position, results 
of its operations, and cash flows in a manner that would reveal what is 
halal (permissible) and haram (forbidden). 
Table 8.22 AAOIFI's Perception (Question 4) 
Summary 
All in all, we can see that the perception of AAOIFI's representative concurs with the 
perceptions of MGT, EA, SSB, and CB and therefore similar conclusions could be drawn in 
relation to the specific questions of the research. 
'4 = Necessary. 
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8.4 Summary of the Major Findings 
The major findings of the research are as follows. 
" The means and the modes of Question 1 show that most of the statements received 
sizeable proportions of agreement (completely agree, strongly agree, or weakly agree). 
" The means of Question 2 indicated that item 1(mean = 6.69) and 4 (mean = 6.50) were 
considered extremely important whereas items 2,3,5,6,7, and 8 were perceived very important 
(mean = 6.34,6.22,6.20,6.31,5.75, and 5.50, respectively). 
" MGT, EA, SSB, and CB strongly agreed with Question 4 (mean = 5.92). 
" The distribution was negatively skewed for Questions 1,2, and 4. 
" The Kruskal-Wallis test manifested significant differences in the perceptions of MGT, 
EA, SSB, and CB as follows: 
Question 1: statements 1,2,10,12,13,14,15,16,27, and 37. 
" The Mann-Whitney test indicated significant differences in the perceptions of the 
surveyed groups as follows: 
Question 1 
f EA & MGT: statements 1,2,4,27,36 and 37. 
f MGT & CB: statements 10,12,13,14,15,16,22, and 24. 
f EA & CB: statements 2,12,13,14,15,16, and 26. 
f EA & SSB: statements 10,11,13,19,27,35,36, and 37. 
f MGT & SSB: statements 2,10,11,13,16 and 35. 
f CB & SSB: statements 2,11,16,26 and 27. 
Question 2 
f MGT & SSB: item 3 
f CB & SSB: item 3 
A comparison among the results of the Kruskal-Wallis and Mann-Whitney tests implied the 
following. Firstly, there are sets of common statements between these two statistical tests in 
which the respondents' perceptions significantly differ. These statements, from Question 1 only, 
are 1,2,10,12,13,14,15,16,27, and 37. Secondly, in addition to these common statements, 
the results of the Mann-Whitney U test show significant differences in the perceptions of the 
following pairs of groups (including Questions 1 and 2): 
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estion I 
1- EA & MGT: statements 4 and 36. 
2- MGT & CB: statements 22 and 24. 
3- EA & CB: statement 26. 
4- EA & SSB: statements 11,19,35, and 36. 
5- MGT & SSB: statement 35. 
6- CB & SSB: statement 26. 
estion 2 
1- MGT & SSB: item 3 
2- CB & SSB: item 3 
" The mode was used to analyze Question 3. The responses given showed that all of the 
nine conditions were classified by MGT, EA, SSB, and CB as `Necessary' conditions which 
could be collectively considered as a `Sufficient' condition to provide a TFV within the context 
of Islamic banks. 
" The perception of AAOIFI's representative about Question 1 was mostly on the 
agreement side. 38 statements out of total of 41 statements were assigned values between 5 and 
7 while only 3 statements were between neutrality and disagreement. 
" AAOIFI's representative perceived the eight items included in Question 2 as follows. 
Items 1,2,6,7, and 8 were perceived extremely important. Item 3 was considered important and 
items 4 and 5 perceived very important. 
" AAOIFI's representative, like MGT, SSB, EA, and CB, classified the nine conditions as 
`Necessary' conditions to provide TFV within the context of Islamic banks. 
" AAOIFI's representative strongly agreed with Question 4 (original value = 6). 
Having presented the findings of the research, what follows in chapter 9 is a discussion of the 
findings, as well as the conclusions and implications of the current study and areas in which 
future research appears desirable. 
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"The standard of truthfulness adopted by many who consider themselves to be honorable accountants is often less 
absolute: they think it [is] sufficient to avoid malting statements which are positively misleading, and otherwise to 
comply with the law of their country and its accounting standards" (Gambling, 2000, p. 426) 
Chapter 9. 
Discussion and Conclusions 
9.1 Introduction 
This chapter discusses the findings, and presents the conclusions and implications, drawn from 
the current study. It also presents the limitations of the survey and makes suggestions for further 
research directions. 
9.2 Discussion of the Findings 
The discussion of the findings follows a similar structure to the one used in chapter 8 (Findings) 
in which the order of the presentation is related to the specific questions of the research. 
9.2.1 Discussion of the Findings of Questions 1,2,3, and 4 Using Descriptive Statistics 
and/or Kruskal-Wallis test 
Below is the discussion of the findings of Questions 1,2,3 and 4 using descriptive statistics 
and/or Kruskal-Wallis test. 
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a. Introduction 
Statement 1 in the introductory section of Question 1 discusses an example of MGT's 
responsibilities which is "Islamic banks invest and use funds in ways and means consistent with 
the Shari'd'. The complete agreement of MGT (44%) was stronger than that of EA (17%), CB 
(25%), and SSB (0%). This reveals that EA, SSB, and CB are less convinced than MGT that 
Islamic banks can always invest and use funds in accordance with Shari 'a. In fact, Islamic 
banks might transact in (unavoidable) haram transactions with their Western counterparts. This 
is because Islamic banks still cannot operate 100% independently at the international level of the 
banking network. These haram transactions might include prohibited earnings. These 
prohibited earnings should be donated to charities. These haram transactions and the donation of 
the prohibited earnings to charities should be adequately disclosed in notes to the financial 
statements of Islamic banks. 
Statement 2 in the same section discusses the issue of whether compliance with the Shari 'a is the 
prime attraction for potential clients and investors of Islamic banks. The complete agreement of 
SSB (67%) and EA (50%) was stronger than that of MGT (28%) and CB (13%). As a matter of 
fact, shareholders of Islamic banks could be classified into three categories'. The first category 
consists of those shareholders that own enough shares to enable them to control the bank's 
management. The second category consists of those individuals who have a strong commitment 
to Islam and therefore invest their funds in Islamic banks. The third category comprises those 
individuals who invest in Islamic banks for purely economic reasons, regardless of the religious 
aspects of the bank (Karim, 1990a). 
b. Views of `What is AAOIFI perceived to do to contribute to ensuring the truth and 
fairness of the financial statements of Islamic banks? ' 
The results of the survey show that the majority of respondents perceived AAOIFI to prepare, 
promulgate, and interpret accounting and auditing standards for Islamic banks in accordance 
with the Shari 'a Rules and Principles. 
AAOIFI is also perceived as having little, or no, power to enforce the Islamic accounting and 
auditing standards that it has issued. The banking supervisory unit in the central banks could 
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influence the implementation of AAOIFI's standards. Eventually, there is a need for the 
consensus between AAOIFI, MGT, SSB, and EA in order to implement AAOIFI's standards into 
real life practice. 
AAOIFI's standards are perceived by the respondents of the survey to be issued with the aim of 
increasing the confidence of the users in the financial statements of Islamic banks, reducing 
management's control over the accounting and financial reporting process of Islamic banks, and 
leading to sufficient transparency in the financial reporting process of Islamic banks. 
SSB gave the greatest support for the statement which discusses that AAOIFI's accounting and 
auditing standards are ways to reduce MGT's control over the accounting and financial reporting 
process of Islamic banks. But, at the same time, SSB gave the least support for the statement 
which states that the level of MGT's compliance with the accounting standards of AAOIFI is 
very high. This implies while the SSB is very much satisfied that AAOIFI's standards are ways 
to mitigate MGT's control over the financial reporting process of Islamic banks, the SSB is not 
satisfied with the level of MGT's compliance with these standards. This could be due to the fact 
that MGT of Islamic banks in some jurisdictions are required to adhere to IASs and the relevant 
national rules and regulations in addition to AAOIFI's standards. 
c. Views of `What is MGT perceived to do to ensure the truth and fairness of the 
financial statements of Islamic banks? ' 
Although there is a difference in the strength of the agreement given by the respondents about 
the above referred specific research question, the results of the survey suggest that MGT of 
Islamic banks is perceived to prepare the financial statements of Islamic banks in accordance 
with Shari 'a Rules and Principles, and the accounting standards of AAOIFI. Preparing the 
financial statements of Islamic banks in accordance with the Shari 'a and the accounting 
standards of AAOIFI suggests that there should be adequate disclosure of haram transactions 
(perhaps unavoidable transactions) and the donation of the earnings generated from these 
transactions to charities in notes to the financial statements of Islamic banks. 
1For details refer to chapter 3 
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MGT of Islamic banks is also perceived to prepare and present the financial statements of 
Islamic banks in accordance with IASs and the relevant national rules and regulations (reference 
to IASs and relevant national rules and regulations is required in some jurisdictions). 
The greatest support for the statements included in this section comes from MGT. Indeed, MGT 
was more supportive than EA, SSB, and CB since these statements discuss issues related to the 
role of MGT in ensuring the truth and fairness of the financial statements of Islamic banks. This 
supportive attitude of MGT could be explained by one of the psychological factors, which is 
prestige. Prestige is defined as "response intended to enhance the image of the respondent in the 
eyes of others" (Alreck and Settle, 1995, p. 101). Vutually, MGT would stress the good image to 
"look good in their own eyes and in the eyes of others". Also, it could be attributed to the social 
desirability bias which is the tendency to give answers that are consistent with what the society 
believes is acceptable. 
Moreover, a remarkable finding in this section that the SSB was more supportive for the 
statements which state that MGT of Islamic banks prepares and presents the financial statements 
of Islamic banks in accordance with IASs and the relevant rules and regulations than the 
statements which discuss that MGT's of Islamic banks prepares and presents the financial 
statements of Islamic banks in accordance with Shari 'a Rules and Principles and accounting 
standards of AAOIFI. This again implies (refer to section 9.2.1 (b)) that the SSB is not satisfied 
with the level of MGT's compliance with Shari 'a and accounting standards of AAOIFI. 
d. Views of `What is EA perceived to do to attest as to the truth and fairness of the 
financial statements of Islamic banks'? 
On one hand, the findings of the survey suggest that the EA of Islamic banks is perceived to 
express an opinion in their report as to whether the financial statements have been prepared in 
accordance with the Shari 'a Rules and Principles as determined by the SSB of the Islamic bank 
and the accounting standards of AAOIFI. Furthermore, EA of Islamic banks is perceived to 
express an opinion in their report as to whether the financial statements of Islamic banks have 
been prepared in accordance with IASs and the relevant national standards and practices which 
do not contravene the Shari 'a, in case that such standards were used by Islamic banks in 
preparing their financial statements. 
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On the other hand, respondents did not perceive EA of Islamic banks to disclose to the 
shareholders in their report material breaches of Shari'a, fatwas, rulings and guidelines. As a 
matter of fact, respondents perceived SSB to undertake this responsibility2 (refer to section 
9.2.1(e)). 
The greatest support for the statements included in this section comes from the EA. Once again, 
this could be attributed to the fact that these statements discuss issues related to the role of the 
EA to attest as to the truth and fairness of the financial statements of Islamic banks. 
Accordingly, the psychological factor of prestige is involved in which EA want to look good in 
their own eyes and in the eyes of others, as well as the bias of the social desirability (as it has 
been explained above in 9.2.1 (c)). 
However, the least support for the same statements comes from SSB. It seems that the SSB 
perceives that the EA has little knowledge of Shari 'a Rules and Principles. This could be 
attributed to the limited interaction between EA and SSB. This limited interaction has made the 
SSB less familiar with what their counterparts do in order to attest as to the truth and fairness of 
the financial statements of Islamic banks. This limited interaction could take place as follows: 
1- EA reviews thefatwas issued by the SSB. 
2- EA makes sure that the Islamic banks have followed thefatwas issued by the SSB. 
3- EA presents their comments to MGT of the bank about variances and discrepancies noted 
during the audit process for investigation and taking proper action. 
4- EA and SSB meet, occasionally, based on the need of either SSB, EA, or both for one of the 
following reasons: 
a) SSB to clarify certainfatwas to EA. 
b) EA to discuss their audit findings with the SSB. 
c) EA to clarify certain accounting treatment of one of the products to the SSB members. 
Indeed, AAOIFI has already issued ASIFI # 43 with the purpose of providing guidance on the 
subject of testing for compliance with Shari 'a by an external auditor in connection with the audit 
2 The responsibility of disclosing to the shareholders in their report material breaches of Shari 'a, fatwas, rulings and 
guidelines. 
3Auditing Standard for Islamic Financial Institutions No. 4: Testing for Compliance with Shari 'a Rules and 
principles by an External Auditor, AAOIFI (2000) 
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of the financial statements of any Islamic financial institution. According to ASIFI # 4, the 
auditor shall be knowledgeable about Islamic Shari 'a Rules and Principles. However, he would 
not possess the same level of knowledge as that of SSB members and the auditor shall not be 
expected to provide interpretation of these rules and principles (pars 7). Thefatwas, rulings and 
guidance issued by the SSB form the basis on which the external auditor considers whether the 
Islamic financial institution ha§ complied with Islamic Shari 'a Rules and Principles. The 
external auditor shall use these as a basis for concluding whether the financial statements of the 
Islamic financial institutions have been prepared in accordance with Shari 'a (pars 8). The 
responsibility of the external auditor is to form an opinion on whether the transactions of the 
Islamic financial institution are in compliance with thefatwas, rulings and guidance issued by 
the SSB of the Islamic financial institution (para 9). 
e. Views of `What is SSB perceived to do to contribute to ensuring the truth and 
fairness of the financial statements of Islamic banks? ' 
It is found that SSB of Islamic banks is perceived to form an opinion in their report as to whether 
the Islamic bank has complied with the Shari 'a Rules and Principles and also with the specific 
fatwas, rulings, and guidelines issued by them. Besides that, SSB is perceived to undertake the 
responsibility for disclosing material breaches of Shari'a, fatwas, rulings, and guidelines in their 
report, if any. 
Although the statements in this section discuss the role of the SSB in contributing to ensuring the 
truth and fairness of the financial statements of Islamic banks, the least support for these 
statements comes from SSB. This could be attributed to the fact that in real life practice (as was 
pointed out by one of the SSB members) material breaches of Shari 'a would first be reported to 
MGT of Islamic banks for investigation and followed by appropriate action. Also, the less 
supportive attitude of the SSB could be related to the several cases where an Islamic bank had 
violated Shari 'a precepts. These breaches were either not discovered by the SSB, or their advice 
was not heeded at the implementation stage (Gambling et al, 1993). Furthermore, this less 
supportive attitude of the SSB could be attributed to the fact that some SSB conduct ex ante 
review only while others conduct ex ante and ex post review. Alternatively, SSB may have 
limited knowledge of the financial statements. 
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f. Views of `What is considered to be the pure (religious) motive for AAOIFI, MGT, 
EA, and SSB, to contribute to ensuring the truth and fairness of the financial 
statements of Islamic banks? ' } 
In general, the respondents perceived that there is a religious motive for AAOIFI, Muslim MGT, 
Muslim EA, and SSB to contribute to ensuring the truth and fairness of the financial statements 
and therefore it is their religious duty to do so. In other words, they should not subject 
themselves to external influences or pressures, but consider their work as a religious duty since 
good intention turns a habit into worship (AAOIFI, 1999). Allah says: "Neither you (0 
Mohammed) do any deed nor recite any portion of the Quran, nor you (0 mankind) do any deed 
(good or evil), but We are Witness thereof, when you are doing it. And nothing is hidden from 
your Lord (so much as) the weight of an atom (or small ant) on the earth or in the heaven. Not 
what is less than that or what is greater than that but it is (written) in a Clear Record" (Quran, 
Surah 10, Yunus, verse, 61). 
A remarkable finding is that the majority of EA only weakly agree that it is the religious duty of 
Muslim EA to attest as to the truth and fairness of the financial statements of Islamic banks. 
This finding implies that there is an expectation gap between the EA and other respondents of 
the survey about the nature of the obligation of ensuring the truth and fairness of the financial 
statements. While MGT, SSB, and CB completely agree that it is the religious duty of the EA to 
attest as to the truth and fairness of the financial statements of Islamic banks, EA only weakly 
agree. 
This weak agreement could be explained by the view given by an external auditor of an Islamic 
financial institution in which he categorized the EA of Islamic banks into three groups in terms 
of considering the nature of the obligation to ensure the truth and fairness of the financial 
statements of Islamic banks as follows: 
1- Strong believers in Islam in which they consider their work as a religious commitment and 
therefore their duty to attest to the truth and fairness of the financial statements of Islamic 
banks is considered as a religious duty. 
2- Believers in Islam but their religious background is weak and therefore they consider the 
practice of Islamic banks the same as the conventional banks. They do not see any difference 
between Islamic products and conventional products (e. g. they classify Murabaha 
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transactions as loans and the profit generated from Murabaha as interest). Accordingly, they 
would not consider their work commitment as a religious commitment; they would rather 
classify it as a secular ethical and legal requirement. They do perceive a separation between 
their temporal and spiritual life. 
3- Muslim EA with no religious background, and who might oppose the practice of Islamic 
banks. They, like group 2, would consider their work commitment as a secular ethical and 
legal requirement. 
These three classifications concur with what the Islamic scholars have described as three states 
or stages of the development of the human soul (nafs)4. (a) mutmai'nnah, which is the highest 
stage of all, when the soul achieves full rest and satisfaction after aql (intellect) has checked the 
evil tendencies of man. (b) lawwamah, which feels consciousness of evil, and resists it, asks for 
Allah's grace and pardon after repentance and tries to amend. It hopes to reach salvation. (c) 
ammarah, which is prone to evil and if not checked and controlled, will lead to perdition. 
On the other side, the respondents perceived that it is a secular ethical and legal requirement for 
non-Muslim MGT to ensure the truth and fairness of the financial statements of Islamic banks. 
And also, they perceived that it is a secular ethical and legal requirement for non-Muslim EA to 
attest as to the truth and fairness of the financial statements of these banks. 
g. Views of `What are considered to be the Common Information Needs of the Users of 
the financial statements of Islamic banks? ' 
Overall, the respondents of our survey perceived that users of the financial statements of Islamic 
banks will expect these banks to report on aspects including compliance with the Shari 'a, the 
prohibited earnings and expenditures and the way in which they were disposed of, the economic 
resources, liquidity position, income and cash flow, rate of return, sources and uses of the Zakah 
fund, and the Islamic bank's discharge of its social responsibilities. 
The results suggest that those who deal with Islamic banks are concerned with obeying and 
satisfying Allah in their financial and non-financial dealings. Allah says: "0 ye people! Eat what 
is on earth. Lawful and good; and do not follow the footsteps of the Evil One, for he is to you an 
avowed enemy" (Quran, Surah 2, Al-Baqrah, verse 168). 
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The respondents' perceptions concur with what was claimed by Khan (1994, p. 4) who stated that 
"An Islamic society will expect its individuals and business firms to record and report, besides 
profitability, liquidity, solvency, and efficiency, on such matters as: 
1- Within the Islamic modes of business organization and finance, how is income generated and 
distributed? 
2- What is the true figure of Zakah payable? For those departments and agencies managing 
Zakah, information on various aspects of collection, distribution and impact of Zakah will 
also be needed. 
3- What is the contribution of the business firm toward the socio-economic development of 
society? What goods and services does it provide and how are they useful? 
h. Views of `What are considered to be the compliance requirements in financial 
reporting within the context of Islamic banks? ' 
The views provided by the respondents of the survey suggest that: 
1- The compliance requirements within Islamic banks include Shari 'a Rules and Principles, the 
accounting standards of AAOIFI, the IASs, and the relevant national standards and practices 
which do not contravene the Shari 'a. 
2- The compliance requirements within Islamic banks include the fair reporting of the entity's 
financial position, results of its operations, and cash flows in a manner that would reveal 
what is halal and haram. 
3- The scope of the financial reporting process within Islamic banks extends beyond the 
compliance with GAAP and legal requirements (as is the case with Western banks). It 
includes the Shari 'a Rule and Principles and this reflects the spiritual significance of obeying 
and satisfying Allah in financial and non-financial dealings. 
4- Points 1,2, and 3 reflect the view that the truth and fairness of the financial statements of 
Islamic banks extends beyond the nominal definitions available in the accounting literature 
as per the secular context. It covers the compliance with the Shari 'a Rules and Principles. 
Such compliance reveals that Islamic banks have obeyed and satisfied Allah in their financial 
and non-financial transactions and invested their funds in halal transactions. It, also, covers 
"For details refer to chapter 2. 
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the fair reporting of the entity's financial position, results of its operations, and cash flows in 
a manner that would reveal what is halal and haram. 
i. Views of `What Conditions are considered to be satisfied in order to provide TFV 
within the context of Islamic banks? ' 
Respondents classified all of the nine conditions as `Necessary' conditions to provide TFV 
within the context of Islamic banks. These nine conditions are considered as a conjunction of 
individual `Necessary' conditions which could be collectively considered as a `Sufficient' 
condition to provide a TFV within the context of Islamic banks. 
One more time, we can see that the definition of `true and fair' within the context of Islamic 
banks extends beyond the nominal definitions given to `true and fair' within the secular context 
such as free from material errors (Fowle, 1992), accurate and correct (Rutherford, 1985), not 
misleading (Parker and Nobes, 1991), objective and free from bias (Lee, 1981) and relevant and 
useful (Walker, 1984). It covers the compliance with the Shari 'a, accounting standards of 
AAOIFI, the IASs, and the relevant national standards and practices which do not contravene the 
Shari 'a. 
9.2.2 Discussion of the Findings of Questions 1,2, and 4 Using Mann-Whitney U test 
As it was previously explained in chapter 8, there are common statements between the results of 
Kruskal-Wallis and Mann-Whitney tests in which the respondents' perceptions significantly 
differ. These significant differences were discussed in section 9.2.1 
This section discusses further significant differences in the perceptions of the respondents as per 
the Mann-Whitney U test. In fact, these differences are apparent in Questions 1 and 2. There 
were no significant differences in the perceptions of the respondents about Question 4. 
Question I 
1. EA and MGT 
There was a significant difference in the perceptions of EA and MGT about statements 4 and 36. 
In these two statements the complete agreement of MGT (41% and 59% respectively) was 
stronger than the EA (11% and 33% respectively). Indeed, these two statements discuss issues 
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related to MGT of Islamic banks. Statement 4 discusses the point in which the financial 
statements of Islamic banks provide stakeholders with information about the bank's compliance 
with Shari 'a. Statement 36 states that it is the religious duty of Muslim MGT to ensure the truth 
and fairness of the financial statements of Islamic banks. 
With regard to statement 4, it seems that the EA is not satisfied with the amount of information 
that the financial statements of Islamic banks provide to the stakeholders about the bank's 
compliance with Shari'a. In fact in the SFA #15, AAOIFI included the information which can 
assist in evaluating the bank's compliance with the principles of Shari 'a at the top of the list of 
the common information needs of users of the financial statements of Islamic banks. 
With regard to statement 36, only 33% of EA completely agree that it is the religious duty of 
MGT to ensure the truth and fairness of the financial statements of Islamic banks. Once again, 
this could be explained by the fact that there are some Muslims who do recognize a separation 
between their spiritual and temporal affairs. Accordingly, they do not perceive their work 
commitment as a religious commitment. 
2. MGT and CB 
The perceptions of MGT and CB significantly differ about statements 22 and 24. CB was less 
convinced than MGT with statement 22 which states that the SSB of Islamic banks discloses to 
the shareholders in their reports material breaches of Shari'a, fatwas, rulings, and guidelines. 
This could be explained by the reasons listed above in section (9.2.1(e)). In real life practice, 
material breaches of Shari 'a would be first reported to MGT for investigation and followed by 
appropriate action. Also, there were breaches of Islamic Shari 'a which was either not 
discovered by the SSB or their advice were not heeded at the implementation stage. 
On the contrary, CB was more convinced than MGT about statement 24 which states that 
AAOIFI has little, or no, power to enforce the Islamic accounting and auditing standards that it 
has issued. This shows that the CB believes that their banking supervisory unit could influence 
the implementation of AAOIFI's standards. 
5Statement of Financial Accounting # 1: Objectives of Financial Accounting for Islamic Banks and Financial 
Institutions 
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3. EA and CB 
There was a significant difference in the perceptions of EA and CB about statement 26. This 
significant difference in the perceptions of EA and CB is discussed below (point 4). 
4. CB and SSB 
There was a significant difference in the perceptions of CB and SSB about statements 11 and 26. 
SSB was more supportive than CB for statement 11. SSB believes that AAOIFI's accounting 
and auditing standards can lead to sufficient transparency in the financial reporting process of 
Islamic banks. 
As we can see from above (points 3 and 4) that the Mann-Whitney U test reported a significant 
difference in the perceptions of EA and CB, and CB and SSB about statement 26. This 
statement discusses the nced for a consensus among AAOIFI, MGT, EA, and SSB in order to 
implement the accounting and auditing standards of AAOIFI. The greatest support for this 
statement comes from CB (75% completely agree) whereas only 39% of EA and 33% of SSB 
completely agree with the same statement. It seems that the CB believes that the consensus 
among MGT, AAOIFI, SSB, and EA could help their banking supervisory unit to enforce the 
implementation of AAOIFI's standards. 
5. EA and SSB 
The perceptions of EA and SSB significantly differ about statements 11,19,35, and 36. The EA 
was more supportive than the SSB for statement 19 which states that the EA of an Islamic bank 
expresses an opinion as to whether the financial statements have been prepared in accordance 
with the accounting standards of AAOIFI. The less supportive attitude of SSB could be again 
reasoned to the limited interaction between the SSB and the EA which has made the SSB to have 
limited knowledge about what the EA does to attest as to the truth and fairness of the financial 
statements of Islamic banks. 
But the SSB was more supportive than the EA for statement 36. This statement assumes that it is 
the religious duty of MGT to ensure the truth and fairness of the financial statements of Islamic 
banks. Once again, we can attribute this to the fact that there are some Muslims who do separate 
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their temporal affairs from the spiritual one. They separate their work commitments from their 
religious commitments, altjough Islam does not recognize any separation between economic and 
spiritual affairs and considers trade and industry subject to Shari 'a (Karim, 1994). 
6. MGT and SSB 
There was a significant difference in the perceptions of MGT and SSB about statements 11 and 
35. Actually, as we can see from above (points 5 and 6) that the Mann-Whitney U test reported 
significant difference in the perceptions of EA and SSB, and MGT and SSB about statements 11 
and 35. Statement 11 explains that AAOIFI's accounting and auditing standards lead to 
sufficient transparency in the financial reporting process. Statement 35 assumes that it is the 
religious duty of SSB to contribute to ensuring the truth and fairness of the financial statements 
of Islamic banks. 
In both cases (statements 11 and 35) the greatest support comes from the SSB (67% completely 
agree with statement 11,100% completely agree with statement 35). With regard to statement 
11, once again it reveals that the SSB is more persuaded than MGT and EA that AAOIFI's 
standards can lead to sufficient transparency in the financial reporting process of Islamic banks. 
The SSB believes that accounting and auditing standards of AAOIFI are a means to overcome 
the problem of asymmetric information within Islamic banks such as the non-observability of the 
accounting calculations made to determine the rate of return payable to the shareholders and 
investment account holders. 
With respect to statement 35, the SSB members of Islamic banks ate guided by their moral 
beliefs and obligations to their religious peers and the community (Karim, 1994). Therefore, the 
SSB members of Islamic banks consider their work commitments as part of their religious 
commitments. 
estion 2 
When the Mann-Whitney U test was carried out, there was a significant difference in the 
perceptions of MGT and SSB about the importance of disclosing the 
ways and means of using 
the available economic resources in the financial statements of Islamic banks. In fact, MGT 
perceived the disclosure of this item as extremely important whereas the SSB perceived the 
disclosure of the same item as very important. Moreover, there was a significant difference in 
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the perceptions of CB and SSB about the importance of disclosing the same item in the financial 
statement of Islamic banks. CB, like MGT, perceived the disclosure of this item as extremely 
important while SSB perceived the disclosure of this item as very important. It seems that the 
SSB gives more weight to the information which can assist in evaluating the bank's compliance 
with the principles of Shari 'a. While 67% of the SSB perceived that it is extremely important to 
disclose information about Islamic banks' compliance with Shari 'a in the financial statements of 
Islamic banks, 67% of them perceived that it is very important to disclose the information about 
the ways and means of using the available economic resources. 
9.3 Conclusions 
The survey questionnaire received a high response rate (54%), so that the conclusions below may 
be considered to be representative of informed opinion in the countries surveyed (Bahrain, Saudi 
Arabia, Qatar, Kuwait, United Arab Emirates, Jordan, Sudan, Egypt, Malaysia, Indonesia, 
Pakistan, and Nassau) (refer to table 8.1: Responses to the Survey). 
The responses given by the respondents of this survey reflect: 1) What is happening within the 
Islamic banks' context to ensure the truth and fairness of the financial statements? 2) What is 
socially desirable within Muslim society to ensure the truth and fairness of the financial 
statements of Islamic banks (refer to section 9.5)? And, 3) What is perceived by the respondents 
of the survey? 
The findings of the current study formed an endeavour to answer the research questions. It is 
found that it is considered to be the religious duty for AAOIFI, Muslim MGT, Muslim EA, and 
SSB to contribute to ensuring the truth and fairness of the financial statements of Islamic banks. 
On the other hand, it is considered to be a secular ethical and legal requirement for non-Muslim 
MGT to ensure the truth and fairness of the financial statements of Islamic banks. Furthermore, 
it is considered to be a secular ethical and legal requirement for non-Muslim EA to attest as to 
the truth and fairness of the financial statements of Islamic banks. 
The definition of `true and fair' within the context of Islamic banks extends beyond the nominal 
definitions given in the accounting literature (as per the secular context). It covers the 
compliance with the Shari'a Rules and Principles. The compliance with the Shari 'a reveals that 
Islamic banks have obeyed and satisfied Allah in their financial and non-financial dealings. 
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Such compliance, also, includes the fair reporting of the entity's financial position, results of its 
operations and cash flows in a manner that would reflect what is halal and haram. Haram 
transactions should be adequately disclosed in notes to the financial statements. Adequate 
disclosure involve (a) amounts (b) sources (c) circumstances which forced the Islamic bank to 
engage in such transactions and (d) the method by which the income generated from the haram 
transactions was, or will be disposed of (Khan, 1994). 
Therefore, an Islamic bank, or any business which claims to be specifically "Islamic" should 
choose to ignore a secular standard which contravenes the Shari 'a. Such businesses need to 
comply with accounting ` standards which are seen to be "sensible", "right", and "just" 
(Gambling, 2000). In fact, the Islamic accounting standards of AAOIFI are developed with the 
aim of determining the rights and obligations of interested parties, including those rights and 
obligations resulting from incomplete transactions and other events, in accordance with the 
principles of Shari 'a and its concepts of fairness, charity and compliance with Islamic business 
values (AAOIFI, 1999, para 33). The morally derived nature of these standards would help 
AAOIFI in its efforts to have its standards at least voluntarily implemented, in the absence of 
enforcement by law or a regulatory authority, by any Islamic business organization (Karim, 
1996). 
The above implies a consensus among the respondents that the financial statements of any 
Islamic business organization should be prepared in accordance with the Shari 'a and the Islamic 
accounting standards of AAOIFI. Preparing the financial statements of these Islamic 
organizations in accordance with the Shari 'a and the accounting standards of AAOIFI implies 
that any haram transactions (perhaps unavoidable transactions) and the donation of the earnings 
generated from these transactions to charities should be adequately disclosed in notes to the 
financial statements of these organizations. 
There is also a consensus that the EA of Islamic banks is perceived to express an opinion as to 
whether the financial statements have been prepared in accordance with the Shari 'a Rules and 
Principles as determined by the SSB and also to express an opinion as to whether the financial 
statements have been prepared in accordance with the accounting standards of AAOIFI. 
With respect to the 12 hypotheses outlined earlier (chapter 7), the following conclusions seem 
warranted (90% confidence interval, using the non-parametric test: Kruskal-Wallis test). 
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HI: It seems possible to accept the hypothesis that it is perceived that AAOIFI's role is to 
prepare, promote, and interpret Islamic accounting and auditing standards in order to contribute 
to ensuring the truth and fairness of the financial statements. 
H2: Although there are differences in the strength of the agreement given by the respondents, it 
is still possible to accept the hypothesis that it is perceived that MGT's role in the countries 
surveyed is to prepare and present the financial statements in accordance with the Shari 'a, 
accounting standards of AAOIFI and the relevant national standards. 
H3: SSB members are considered as a control process in the form of in-house religious advisers 
developed by MGT of Islamic banks to satisfy the moral expectations of their customers. This 
suggests that it is possible to accept the hypothesis that it is perceived that SSB's role is to form 
an opinion as to whether the Islamic bank has complied with the Shari 'a and also with the 
specificfatwas, rulings, and guidelines issued by them (SSB). 
H4: Based on the results of the survey it is possible to accept the hypothesis that it is perceived 
that EA's role is to express an opinion as to whether the financial statements have been prepared 
in compliance with the Shari 'a, AAOIFI's standards, and the relevant national standards. 
H5: It seems possible to accept the hypothesis that it is perceived that it is the religious duty of 
AAOIFI to contribute to ensuring the truth and fairness of the financial statements of Islamic 
banks. 
H6: It seems possible to accept that the hypothesis that it is perceived that it is the religious duty 
of Muslim MGT of Islamic banks to ensure the truth and fairness of the financial statements of 
these banks. 
H7: The majority of the respondents (apart from EA who only weakly agree) perceived that it is 
the religious duty of Muslim EA to attest as to the truth and fairness of the financial statements 
of Islamic banks. Therefore, it is possible to accept the hypothesis that it is perceived that it is 
the religious duty of Muslim EA to do so. 
H8: It seems possible to accept the hypothesis that it is perceived that it is the religious duty of 
SSB to contribute to ensuring the truth and fairness of the financial statements of Islamic banks. 
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H9: It is possible to accept the hypothesis that it is perceived that it is an ethical and legal 
requirement for non-Muslim MGT of Islamic banks to ensure the truth and fairness of the 
financial statements. 
H1O: It is possible to accept the hypothesis that it is perceived that it is an ethical and legal 
requirement for non-Muslim EA of Islamic banks to attest as to the truth and fairness of the 
financial statements of Islamic banks. 
H11: Based on the conclusions drawn from H5 to H10, it is possible to consider that providing a 
TFV, within the context of Islamic banks, is a religious requirement. 
H12: The overall results and conclusions suggest it seems possible to accept the definition of 
TFV, within the context of Islamic banks, which is provided by the current study. 
9.4 Implications 
The literature review for the concept of TFV reveals that accounting standards are authoritative 
statements of how particular transactions should be accounted in the financial statements. 
Accordingly, compliance with the accounting standards will normally be necessary for the 
financial statements to give a `true and fair view'. If the compliance with the detailed 
requirements is not sufficient to give a `true and fair view', then additional information is 
required. If the compliance with the detailed requirements is not consistent with giving a `true 
and fair view'6, then in some jurisdictions the directors are required to depart from these detailed 
rules in order to provide a `true and fair view' (the so-called `true and fair override'). According 
to Hoffman and Arden (1983) the compliance with the accounting standards is likely to be 
regarded by the Courts as `true and fair'. Hoffman and Arden (1983) believe that the `true and 
fair' cannot be performed by the Court without evidence as to the practices and views of 
accountants. The more authoritative those practices and views, the more ready the Court will be 
to follow them. 
The results of the current study show that the respondents consider that it is necessary to prepare 
the financial statements of any Islamic financial institutions in accordance with the Shari 'a Rules 
6if the principle of the TFO is accepted. 
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and Principles and the accounting standards of AAOIFI, in order to provide a `true and fair 
view'. One might argue that there are different interpretations of the Shari 'a Rules and 
Principles which might 'dive rise to variations in the accounting treatment of issues affected by 
the Shari 'a rulings (Karim, 1995). Hence, an Islamic bank could depend on the opinion of its 
SSB to depart from AAOIFI's accounting standards because of differences in Shari 'a 
interpretation and adopt accounting policy not stated in the standard to ensure that the financial 
statements - give a `true and fair view'. The Shari 'a Board of AAOIFI has undertaken the 
responsibility of achieving harmonization and convergence in the concepts and applications 
t 
among the SSB of Islamic financial institutions and therefore to agree upon an interpretation of 
the Shari 'a Rules and Principles (AAOIFI, 2000). 
9.5 Limitations 
In an attitude survey, there is a potential for social desirability bias. Social desirability bias is 
defined as: 
Q The difference between real self and ideal self. That is individuals judge statements that are socially 
desirable as most characteristic of them (Kenny, 1956). 
Q The tendency to create a more favourable impression or, in general, the tendency to give socially 
desirable responses to items in self-description (Edwards, 1957, p. 53). 
< The tendency to reply `agree' to items that the respondents believe reflect socially desirable attitudes, in 
order to show themselves in a better light (Oppenheim, 1992, p. 181). 
Q The tendency for respondents to give answers to survey questions that arc consistent with what the 
society believes is right, proper, correct, or acceptable, creating bias in the results whenever the true 
answers are suppressed to meet social norms (Alreck and Settle, 1995, p. 455). 
For this research study, there is a potential for the social desirability bias since respondents 
would arguably be reluctant to express views that were not consistent with their religious beliefs. 
Social desirability bias may be minimized but cannot be eliminated, and even the most 
experienced researchers find it difficult to overcome (Alreck and Settle, 1995). To minimize the 
social desirability bias in this research, the following has been done: 
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I- An explicit statement, within the cover letter of the questionnaire, was made to the 
respondents ensuring them of confidentiality and anonymity. 
2- In case of delivery and collection of questionnaires and the interviewer-administered 
questionnaires, the researcher has, also, made it clear to the respondents that she cares 
whether they answer the questions but not how they answer these questions. 
3- The sample of the survey was not concentrated on one geographical area, but covered 
different geographical areas such as Bahrain, Saudi Arabia, Jordan, Sudan, Kuwait, United 
Arab Emirates, Nassau, Qatar, Indonesia, Egypt, Malaysia, and Pakistan. 
I 
9.6 Further Research Directions 
Further research in this area could examine the issue of `true and fair override' within the context 
of Islamic banks, i. e., to find out whether there are any exceptional cases in which Islamic banks 
could depart from Islamic accounting and auditing standards. 
Furthermore, much insight would be gained if research is undertaken concerning the significance 
of TFV within the context of Islamic banks, i. e., to find out whether the TFV within the context 
of Islamic banks has either an operational significance, political significance, or both. 
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Appendix 1 
Covering Letter and the Questionnaire 
A Survey of the `True and Fair View' within the Context of Islamic 
Banks 
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A Survey of the `True and Fair V'iew' within the Islamic Banks' Context 
Date as postmark 
Dear Respondent, 
I am a post graduate researcher as the University of Surrey - UK, currently undertaking a PhD research 
project on the "True and Fair View within the Islamic Banks' Context", under the supervision of 
Professor Simon Archer and Professor Rifaat Ahmed Abdel Karim. 
As part of the research, I have prepared the enclosed questionnaire. It seeks your opinions about some 
of the issues associated with the "True and Fair View" within the Islamic context. The questionnaire 
has been designed so that you can complete it easily. In most cases, you need to circle the appropriate 
number which best describes your opinion. It takes about 30 minutes. 
It would be highly appreciated if the questionnaire were completed and returned within one week of 
the date of receipt. You can be absolutely sure that all information you provide is strictly confidential. 
Thank you in advance for your help. 
Sincerely yours, 
Raja Ali M. Bucheery 
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Stakeholders: are the external users who do not have the authority or ability to directly obtain the 
information they need, or access to such information. The main categories include: equity holders 
(shareholders), investment account holders, other depositors, current and saving account holders, others 
who transact business with the Islamic bank who are not equity or account holders, Zakah agencies, and 
Regulatory agencies. 
Financial statements = financial statements (balance sheet, income statement, statement of cash flows, 
and statement of retained earnings or statement of changes in owner's equity) + related notes. 
List of Abbreviations: 
AAOIFI The Accounting and Auditing Organisation for Islamic Financial Institutions 
CB Central Bank 
EA External auditor 
MGT Management 
SSB Shari'a Supervisory Board 
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Section A: 'Frue and Fair View' Requirement within the Context of Islamic Banks 
Q1 Please pick the appropriate number which best describes how much you agree or disagree with each 
statement. If you completely agree with the statement, then pick a number on the far right of the scale 
and enter it in the space beside the item. If you completely disagree with the statement, then pick a 
number on the far left of the scale, But, if you are between these two extremes, pick a number from the 
middle range that indicates your opinion. 
Completely 
SCALE 
Completely 
Disagree Agree 
1234567 
1. Islamic banks invest and use funds in ways and means consistent with the 
Shari'a Rules and Principles. 
2. Compliance with the Shari'a is the prime attraction for the potential clients and 
investors of Islamic banks. 
3. Stakeholders want to be assured that these banks have actually complied with 
the Shari'a Rules and Principles. 
4. The financial statements of Islamic banks provide the stakeholders with 
information about the bank's compliance with the Islamic Shari'a. 
5. The financial statements provide a true and fair view of the Islamic bank's 
financial position, results of operations, and cash flows. 
6. AAOIFI, MGT, SSB, and EA of Islamic banks collaborate in ensuring the 
truth and fairness of the Islamic bank's financial statements. 
7. AAOIFI prepares, promulgates, and interprets accounting and auditing 
standards for Islamic banks in accordance with the Shari'a Rules and Principles. 
8. AAOIFI's standards require MGT, SSB, and EA to collaborate in ensuring the 
Islamic banks' compliance with Shari'a Rules and Principles. 
9. AAOIFI's accounting and auditing standards increase the confidence of the 
users in the financial statements of the Islamic banks. 
10. AAOIFI's accounting and auditing 'standards are ways to reduce MGT'S 
control over the accounting and financial reporting process. 
11. AAOIFI's accounting and auditing standards lead to sufficient transparency in 
the financial reporting process. 
12. MGT of Islamic banks prepares and presents the financial statements in 
accordance with the Shari'a Rules and Principles. 
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SCALE 
Completely Completely 
Disagree Agree 
1234567 
13. MGT of Islamic banks prepares and presents the financial statements in 
accordance with the accounting standards of AAOIFI. 
14. MGT of Islamic banks prepares and presents the financial statements in 
accordance with the International Accounting Standards. 
15. MGT of Islamic banks prepares and presents the financial statements in 
accordance with the relevant national standards and practices in the country in 
which the Islamic bank operates. 
16. MGT discloses material information that is necessary to make the financial 
statements adequate, relevant, and reliable for the users. 
17. The SSB of an Islamic bank forms an opinion, in the Shari'a Supervisory 
Board's Report, as to whether the Islamic bank has complied with the Shari'a 
Rules and Principles and also with the specific fatwas, rulings, and guidelines 
issued by them (SSB). 
18. The EA expresses an opinion, in the Auditor's Report, as to whether the 
financial statements have been prepared in compliance with the Shari'a Rules and 
Principles as determined by the SSB. 
19. The EA expresses an opinion, in the Auditor's Report, as to whether the 
financial statements have been prepared in compliance with the accounting 
standards of AAOIFI. 
20. The EA expresses an opinion, in the Auditor's Report, as to whether the 
financial statements have been prepared in compliance with the International 
Accounting Standards. 
21. The EA expresses an opinion, in the Auditor's Report, as to whether the 
financial statements have been prepared in compliance with the relevant national 
standards or practices in the country in which the Islamic bank operates. 
22. SSB discloses to the shareholders, in their reports', material breaches of 
Shari'a, fatwas, rulings and guidelines. 
23. EA discloses to the shareholders, in their reports2, material breaches of Shari'a, 
fatwas, rulings and guidelines. 
I The Shari'a Supervisory Board's Report. 
2 The Auditor's Report. 
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SCALE 
Completely Completely 
Disagree Agree 
1234567 
24. AAOIFI has little, or no, power to enforce the Islamic accounting and auditing 
standards that it has issued. 
25. The degree of influence exercised by the Banking Supervisory Unit of the 
Central Bank over the implementation of AAOIFI's standards is very high. 
26. There needs to be consensus between AAOIFI, MGT, SSB, and EA in order to 
implement the AAOIFI's standards into real life practice. 
27. The level of MGT's compliance with the accounting standards of AAOIFI is 
very high. 
28. The level of EA's compliance with the auditing standards of AAOIFI is very 
high. 
29. AAOIFI, SSB, Muslim MGT, and Muslim EA are accountable for their 
actions before Almighty Allah on the day of Judgement. 
30. It is the fear of Allah in private and in public which motivates AAOIFI, 
SSB, Muslim MGT, and Muslim EA to ensure the truth and fairness of the 
financial statements. 
31. The? aim to attain the required righteousness and perfection in their work 
by performing the duties assigned to them in the best manner. 
32. They seek to obey Allah in performing their work and not hypocrisy, fame, 
flattery, boasting, or ostentation. 
33. They are the vicegerents of Allah on earth and have to observe His 
commandments and prohibitions. 
34. It is the religious duty of AAOIFI to prepare the accounting and auditing 
standards that would ensure the truth and fairness of the Islamic bank's financial 
statements. 
35. It is the religious duty of SSB to ensure the truth and fairness of the Islamic 
bank's financial statements. 
36. It is the religious duty of Muslim MGT to ensure the truth and fairness of the 
Islamic bank's financial statements. 
37. It is the religious duty of Muslim EA to attest as to the truth and fairness of the 
Islamic bank's financial statements. 
3 [They) refers to AAOIFI, SSB, Muslim MGT and Muslim EA. 
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SCALE 
Completely Completely 
Disagree Agree 
1234567 
38. It is an ethical requirement for non-Muslim MGT of Islamic banks to ensure 
the truth and fairness of the Islamic bank's financial statements. 
39. It is a legal requirement for non-Muslim MGT to ensure the truth and fairness 
of the Islamic bank's financial statements. 
40. It is an ethical requirement for non-Muslim EA to attest as to the truth and 
fairness of the Islamic bank's financial statements. 
41. It is a legal requirement for non-Muslim EA to attest as to the truth and 
fairness of the Islamic bank's financial statements. 
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Q2 As a user of the financial statements of Islamic banks, how important to you personally is the 
disclosure of each of the items of information listed below? If you feel that the item is extremely 
important to you, then pick 'a number on the far right of the scale and enter it in the space beside the 
item. If you feel that it is extremely unimportant, pick a number from the far left of the scale. But, if 
you feel the importance of the item is between these two extremes, pick a number from some place in 
the middle of the scale to show your opinion. 
SCALE 
Extremely Extremely 
Unimportant Important 
1234567 
9 The Islamic bank's compliance with the Glorious Shari'a. 
" The prohibited earnings and expenditures, if any, and the manner in which they 
were disposed of. 
" The ways and means of using the available economic resources. 
" The adequacy of the Islamic bank's capital, the risk inherent in its investments, the 
degree of its liquidity, and the liquidity requirements for meeting its obligations. 
" The Islamic bank's ability to generate income and convert it into cash flows. 
" Rate of returns on the bank's investments (restricted and unrestricted accounts) and 
the rate of return accruing to equity and investment account holders. 
" The sources and uses of the Zakah fund. 
" The Islamic bank's discharge of its social responsibilities. 
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Section C: Conditions of 'True and Fair View' ººithiii the Context of Islamic Banks 
Q3 Below are 9 conditions for the financial statements of Islamic banks to provide a `true and fair 
view' of their financial position, results of operations, and cash flows. These conditions could be either Sufficient, Necessary, Both, or Neither. 
" If the compliance with the condition ensures the provision of a `true and fair view', then it is 
Sufficient (there may be more than one sufficient condition), 
" If the compliance with the pondition is necessary but not sufficient to ensure the provision of a `true 
and fair view', then it is Necessary (there may be more than one necessary condition), 
" The condition could be Both sufficient and necessary, or 
" The condition could be Neither sufficient nor necessary. 
Please tick (J) the appropriate 0 
Conditions Sufficient ` Necessary Both Neither 1 Don't 
Know 
1. Financial statements are free from material 11 El Q Q 
errors. E 
2. Financial statements are accurate and El .Q Q El 
correct 
3. Financial statements are not misleading. Q Q Q Q D 
4. Financial statements are objective and free Q Q D D D 
from bias. 
5. Financial statements are relevant and useful. o 
.D D D 
6. Financial statements are prepared, in all 
' 
D D jQ Q El 
material respects, in accordance with Shari a i 
Rules and Principles. 
7. Financial statements are prepared, in all Q Q 
material respects, in accordance with the 
accounting standards of AAOIFI. 
8. Financial statements are prepared, in all ? Q Q D w D ! Q 
material respects, in accordance with 
International Accounting Standards which do ; 
not contravene Shari'a Rules and Principles. 
9. Financial statements are prepared, in all Q ! Q Q Q Q 
material respects, in accordance with relevant 
national accounting standards and practices, 
which do not contravene Shari'a Rules and 
I 
Principles, in the country in which the Islamic 
bank operates. 
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Q4 "fhe compliance of the financial statements of Islamic banks with the Shari'a Rules and Principles, 
the accounting standards of AAOIFI, the international accounting standards and the relevant national 
accounting standards and practices which do not contravene Shari'a Rules and Principles constitutes 
the fair reporting of the entity's financial position, results of its operations, and cash flows in a manner 
that would reveal what is halal (permissible) and haram (forbidden)". 
How far do you agree with the above statement? Please circle one number. If you completely agree with 
the above statement, then circle a number on the far right of the scale. If you completely disagree with 
the statement, circle a number on the far left of the scale. But, if you are between these two extremes, 
circle a number from the middle range that indicates your opinion. 
Completely Completely 
Disagree Agree 
1234567 
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I would appreciate if you could complete the following short answers about yourself. All 
information will be held in strict confidence and used for research purposes only. 
Please tick () the appropriate Q 
Q5 Which of the following are you representing? 
Q AAOIFI 
Q SSB 
Q CB 
Q6 Are you? 
Q Male 
Q Female 
Q7 Are you? 
U Muslim 
0 Other religions or beliefs (please specify ................................................................... ) 
Q8 Which of these age ranges do you fall into? 
Q 25-34 0 35-44 
0 45-54 0 55-64 
Q 65+ 
Q9 What is the highest level of education that you have achieved? 
Q High school diploma Q Bachelor's degree 
Q Master's degree Q PhD 
Q Professional accounting qualifications 
Q10 What is your job title and department? 
Job Title: 
Department: 
Q11 How many years have you worked in your organisation? 
Write number of years here: 
Q12 Approximately how many years have you been in full-time employment? 
232 
Write number of years here: 
Would you be willing, if necessary, to grant an interview? 
Q Yes Q No 
If the answer is `Yes', please provide us with your name and contact number/address: 
Name: 
Contact Number: 
Contact Address: 
E-mail Address: 
May Allah reward you with goodness 
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Appendix 
Question 1 
NPar Tests 
}Cruskal-Wallis Test 
Ranks 
GROUP N Mean Rank 
IBs invest and use funds EA 17 24.47 
In accordance with the MGT 32 36.97 
Shari'a CB 8 32.81 
SSB 6 25.75 
Total 63 
Compliance with the EA 18 38.36 
Shari'a Is the prime MGT 32 28.47 
attraction CB 8 25.69 
SSB 6 45.50 
Total 64 
Stakeholders want to be EA 18 32.06 
assured about the Shari'a MGT 32 34.02 
compliance CB 8 30.44 
SSB 6 28.50 
Total 64 
F/S provide information EA 18 27.92 
about the Shari'a MGT 32 36.97 
compliance CB 8 24.94 
SSB 6 32.50 
Total 64 
F/S provide a true and fair EA 17 32.32 
view MGT 32 32.94 
CB 8 25.94 
SSB 6 34.17 
Total 
63 
AAOIFI, MGT, SSB, and EA 18 28.42 
EA collaborate In ensuring MGT 32 33.44 
the truth and fairness of CB 8 32.13 the F/S SSB 5 35.50 
Total 63 
AAOIFI EA 18 32.72 
prepares, promulgates, MGT 32 31.22 
and Interprests Islamic CB 8 33.25 
standards SSB 6 37.67 
Total 64 
AAOIFI's standards EA 18 27.33 
require MGT, SSB, and MGT 31 32.79 
EA to collaborate in CB 8 36 00 
ensuring the compliance SSB . 
with Shari'a 
5 31.30 
Total 62 
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Question I 
Ranks 
GROUP N Mean Rank 
AAOIFI's standards EA 18 30.00 
Increase the confidence MGT 32 30.28 
of the users CB 8 40.75 
SSB 6 40.83 
Total 64 
AAOIFI's standards are EA 18 27.03 
ways to reduce mgt MGT 32 30.02 
control over fin reporting CB 8 41.00 
SSB 5 48.20 
Total 63 
AAOIFI's standards lead EA 18 29.92 
to sufficient transparency MGT 31 31.47 
CB 8 27.75 
SSB 6 46.67 
Total 63 
MGT compliance with EA 16 29.69 
Sharia MGT 30 34.90 
CB 8 16.25 
SSB 5 23.60 
Total 59 
MGT compliance with EA 18 37.14 
AAOIFI stds MGT 29 35.10 
CB 8 14.38 
SSB 6 14.92 
Total 61 
MGT compliance with EA 18 33.69 
IASs MGT 31 35.94 
CB 8 13.75 
SSB 5 24.50 
Total 62 
MGT compliance with EA 18 33.83 
national stds MGT 29 33.86 
CB 8 16.50 
SSB 5 21.40 
Total 60 
MGT disclosure of FA 18 33.81 
material information MGT 31 37.68 
CB 8 12.25 
SSB 6 23.58 
Total 63 
SSB forms an opinion EA 18 30.14 
MGT 30 33.25 
CB 8 26.25 
SSB 5 28.20 
Total 61 
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Question 1 
Ranks 
GROUP N Mean Rank 
EA opinion of Shari'a EA 18 30.97 
MGT 28 30.45 
CB 8 24.75 
SSB 5 32.40 
Total 59 
EA opinion of AAOIFI EA 18 35.25 
standards MGT 28 28.09 
CB 8 32.38 
SSB 5 18.00 
Total 59 
EA opinion of IASs EA 18 34.53 
MGT 30 31.05 
CB 8 27.56 
SSB 5 23.50 
Total 61 
EA opinion of national EA 18 34.25 
stds MGT 29 30.16 
CB 8 28.25 
SSB 5 22.60 
Total 60 
SSB disclosure to EA 18 27.39 
shareholders MGT 28 34.64 
CB 8 21.88 
SSB 5 26.40 
Total 59 
EA disclosure to EA 17 27.59 
shareholders MGT 29 32.55 
CB 8 22.50 
SSB 5 35.40 
Total 59 
AAOIFI has little or no EA 18 34.86 
power to enforce the MGT 31 26.90 
standards CB 8 42.94 
SSB 5 29.60 
Total 62 
BSU of the CB Influence EA 18 29.67 
over the implementation MGT 29 29.28 
of the standards Is very CB 8 32.19 high SSB 6 41.75 
Total 61 
There needs to be EA 18 27.83 
consensus among MGT 32 33.44 
AAOIFI, MGT, SSB, and CB 8 41.00 
EA SSB 5 23.40 
Total 63 
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Question 1 
Ranks 
GROUP N Mean Rank 
MGT compliance with the EA 18 25.61 
standards of AAOIFI is MGT 31 35.73 
very high CB 8 24.06 
SSB 6 42.50 
Total 63 
EA compliance with EA 18 34.44 
AAOIFI standards Is very MGT 32 31.66 
high CB 8 27.75 
SSB 5 32.20 
Total 63 
Their accountability EA 18 33.44 
before Allah MGT 31 29.10 
CB 8 37.06 
SSB 6 35.92 
Total 63 
The fear of Allah EA 18 33.61 
MGT 31 32.45 
CB 8 27.00 
SSB 6 31.50 
Total 63 
Righteouness and EA 18 29.14 
perfection MGT 31 34.89 
CB 8 25.81 
SSB 6 33.92 
Total 63 
To obey Allah EA 17 31.50 
MGT 32 31.41 
CB 8 32.31 
SSB 6 36.17 
Total 63 
Vicegerency principle on EA 18 32.64 
earth MGT 32 32.67 
CB 8 35.88 
SSB 6 26.67 
Total 64 
Religious duty of AAOIFI EA 18 29.92 
MGT 31 31.60 
CB 8 31.56 
SSB 6 40.92 
Total 63 
Religious duty of SSB EA 18 29.44 
MGT 32 32.28 
CB 8 32.00 
SSB 6 43.50 
Total 64 
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Question 1 
Ranks 
GROUP N Mean Rank 
Religious duty of Muslim EA 18 26.00 
MGT MGT 32 35.39 
CB 8 29.69 
SSB 6 40.33 
Total 64 
Religious duty of Muslim EA 18 19.64 
EA MGT 32 37.92 
CB 8 29.56 
SSB 5 42.50 
Total 63 
Ethical duty of EA 18 31.39 
non-Muslim MGT MGT 32 31.97 
CB 8 33.06 
SSB 6 37.92 
Total 64 
Legal duty of non-Muslim EA 18 34.36 
MGT MGT 32 30.72 
CB 8 29.38 
SSB 6 40.58 
Total 64 
Ethical duty of EA 18 31.56 
non-Muslim EA MGT 32 31.05 
CB 8 33.75 
SSB 6 41.42 
Total 64 
Legal duty of non-Muslim EA 17 31.03 
EA MGT 32 30.39 
CB 8 33.94 
SSB 6 40.75 
Total 63 
Test Statistics*, b 
AAOIFI, 
MGT, SSB, 
and EA AAOIFI 
IBs Invest Stakeholder collaborate prepares, p 
and use Compiianc s want to F/S provide In ensuring romulgate 
funds In e with the be assured Information the truth s, and 
accordance Shari'a is about the about the F/S provide and Interprests 
with the the prime Shari'a Sharl'a a true and fairness of Islamic 
Sharra attraction compliance compliance fair view the F/S standards 
Chi-Square 6.437 8.021 . 680 4.491 1.171 1.199 . 784 
df 3 3 3 3 3 3 3 
As m. Sig. . 092 . 046 . 878 . 213 . 760 . 753 . 
853 
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Question 1 
Test Statisticsa, b 
AAOIFI's 
standards 
require 
MGT, SSB, 
and EA to AAOIFI's AAOIFI's AAOIFI's 
collaborate standards standards standards 
In ensuring increase are ways to lead to MGT 
the the reduce mgt sufficient MGT compliance MGT 
compliance confidence control over transpare compliance with AAOIFI compliance 
with Shari'a of the users fin reporting ncy with Sharia stds with IASs 
Chi-Square 1.839 4.326 7.816 4.913 9.582 17.479 12.249 
df 3 3 3 3 3 3 3 
As m. Sig. . 607 . 228 . 050 . 178 . 022 . 001 . 007 
Test Statisticsa, b 
MGT 
compliance MGT 
with disclosure EA opinion EA opinion 
national of material SSB forms EA opinion of AAOIFI EA opinion of national 
stds Information an opinion of Shari'a standards of IASs stds 
Chi-Square 9.645 17.105 1.568 . 965 5.376 2.377 2.422 
df 3 3 3 3 3 3 3 
Asymp. Sig. . 022 . 001 . 667 . 810 . 146 . 498 . 490 
Test Statisticsa, b 
BSU of the 
CB There 
Influence needs to be MGT 
SSB EA AAOIFI has over the consensus compliance EA 
disclosure disclosure little or no implementa among with the compliance 
to to power to tion of the AAOIFI, MG standards with AAOIFI 
sharehold sharehold enforce the standards is T, SSB, and of AAOIFI standards Is 
ers ers standards very high EA Is very high very high 
Chi-Square 4.999 3.163 6.112 2.786 4.970 7.420 . 806 
df 3 3 3 3 3 3 3 
As m. Sig. . 
172 
. 
367 
. 106 . 426 . 
174 
. 
060 
. 
848 
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Question 1 
Test Statisticsa, ' 
Their 
accountabi Righteoun Vicegerenc Religious 
lity before The fear ess and To obey y principle duty of Religious 
Allah of Allah erfection Allah on earth AAOIFI duty of SSB 
Chi-Square 2.927 . 869 2.421 . 
386 1.033 2.007 3.625 
df 3 3 3 3 3 3 3 
As m. Sig. . 403 . 
833 . 490 . 943 . 793 . 571 . 305 
Test Statisticsa, b 
Religious Ethical duty Legal duty Ethical duty Legal duty 
duty of Religious of of of of 
Muslim duty of non-Muslim non-Muslim non-Muslim non-Muslim 
MGT Muslim EA MGT MGT EA EA 
Chi-Square 4.926 15.068 . 849 2.284 2.000 2.228 
df 3 3 3 3 3 3 
Asymp. Sig. . 177 . 
002 . 838 . 516 . 572 . 526 
a. Kruskal Wallis Test 
b. Grouping Variable: GROUP 
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Question 2 
NPar Tests 
Kruskal-Wallis Test 
Ranks 
Group N Mean Rank 
Compliance with Shari'a EA 18 35.17 
MGT 32 31.53 
CB 8 34.75 
SSB 6 26.67 
Total 64 
Prohibited earnings and EA 18 34.08 
expenditures MGT 31 29.24 
CB 8 33.06 
SSB 6 38.58 
Total 63 
ways and means of using EA 18 29.89 
availabe economic MGT 32 34.91 
resources CB 8 38.81 
SSB 6 19.08 
Total 64 
adequacy of EA 18 31.31 
capital, investment's risk, MGT 32 33.80 
degree of liquidity, and CB 8 35.63 
liquidity requirements SSB 6 25.00 
Total 64 
Ability to generate Income EA 18 32.61 
and convert it Into cash MGT 32 33.16 
flows CB 8 32.94 
SSB 6 28.08 
Total 
64 
Rate of return on EA 18 32.00 
Investments MGT 32 30.94 
CB 8 38.94 
SSB 6 33.75 
Total 64 
Sources and uses of EA 18 34.33 
Zakah MGT 31 30.29 
CB 8 31.06 
SSB 6 35.08 
Total 63 
IB discharge of its social EA 17 31.12 
responsibilities MGT 28 30.07 
CB 8 26.13 
SSB 6 31.67 
Total 59 
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Question 2 
Test Statisticsa, b 
adequacy 
of 
capital, inve 
ways and stment's Ability to 
Prohibited means of risk, degree generate 
earnings using of liquidity, income and Rate of 
Complian and availabe and liquidity convert it return on 
ce with expenditur economic requiremen into cash Investmen 
Shari'a es resources is flows is 
Chi-Square 2.516 2.420 5.927 2.136 . 463 1.501 
df 3 3 3 3 3 3 
As m. Sig. . 472 . 490 . 
115 . 545 . 927 . 682 
Test Statisticsa, b 
IB 
discharge 
Sources of its social 
and uses responsibilit 
of Zakah les 
Chi-Square . 839 . 568 
df 3 3 
As m. Si . . 840 . 
904 
a. Kruskal Wallis Test 
b. Grouping Variable: Group 
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Question 4 
NPar Tests 
Kruskal-Wallis Test 
Ranks 
Group N Mean Rank 
Compliance EA 16 27.06 
requirements MGT 29 29.57 
CB 8 34.25 
SSB 6 34.25 
Total 59 
Test Statistics'. ' 
Complian 
ce 
requireme 
nts 
Chi-Square 1.547 
df 3 
As m. Sig. . 671 
a. Kruskal Wallis Test 
b. Grouping Variable: Group 
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Question 1 
EA & MGT 
N Pa r Tests 
Mann-Whitney Test 
Ranks 
Sum of 
GROUP N Mean Rank Ranks 
IBs invest and use funds EA 17 19.00 323.00 
In accordance with the MGT 32 28.19 902.00 
Sharl'a Total 49 
Compliance with the EA 18 30.36 546.50 
Shari'a is the prime MGT 32 22.77 728 50 
attraction . 
Total 50 
Stakeholders want to be EA 18 24.53 441.50 
assured about the Shari'a MGT 32 26.05 833.50 
compliance Total 
50 
F/S provide Information EA 18 20.89 376.00 
about the Sharl'a MGT 32 28.09 899.00 
compliance Total 50 
F/S provide a true and fair EA 17 24.71 420.00 
view MGT 32 25.16 805.00 
Total 49 
AAOIFI, MGT, SSB, and EA 18 22.86 411.50 
EA collaborate in ensuring MGT 32 26.98 863.50 
the truth and fairness of Total 50 
AAOIFI EA 18 26.33 474.00 
prepares, promulgates, MGT 32 25.03 801.00 
and Interprests Islamic Total 50 
AAOIFI's standards EA 18 22.28 401.00 
require MGT, SSB, and MGT 31 26.58 824.00 
EA to collaborate in Total 49 
AAOIFI's standards EA 18 25.44 458.00 
increase the confidence MGT 32 25.53 817.00 
of the users Total 50 
AAOIFI's standards are EA 18 23.72 427.00 
ways to reduce mgt MGT 32 26.50 848.00 
control over fin reporting Total 50 
AAOIFI's standards lead EA 18 24.17 435.00 
to sufficient transparency MGT 31 25.48 790.00 
Total 49 
MGT compliance with EA 16 20.31 325.00 
Sharia MGT 30 25.20 756.00 
Total 46 
MGT compliance with EA 18 24.64 443.50 
AAOIFI stds MGT 29 23.60 684.50 
Total 47 
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Question 1 
EA & MGT 
Ranks 
Sum of 
GROUP N Mean Rank Ranks 
MGT compliance with EA 18 23.92 430.50 
IASs MGT 31 25.63 794.50 
Total 49 
MGT compliance with EA 18 23.89 430.00 
national stds MGT 29 24.07 698.00 
Total 47 
MGT disclosure of EA 18 22.61 407.00 
material information MGT 31 26.39 818.00 
Total 49 
SSB forms an opinion EA 18 23.00 414.00 
MGT 30 25.40 762.00 
Total 48 
EA opinion of Shari'a EA 18 23.86 429.50 
MGT 28 23.27 651.50 
Total 46 
EA opinion of AAOIFI EA 18 26.81 482.50 
standards MGT 28 21.38 598.50 
Total 46 
EA opinion of IASs EA 18 26.25 472.50 
MGT 30 23.45 703.50 
Total 48 
EA opinion of national EA 18 25.92 466.50 
stds MGT 29 22.81 661.50 
Total 47 
SSB disclosure to EA 18 19.86 357.50 
shareholders MGT 28 25.84 723.50 
Total 46 
EA disclosure to EA 17 21.09 358.50 
shareholders MGT 29 24.91 722.50 
Total 46 
AAOIFI has little or no EA 18 29.19 525.50 
power to enforce the MGT 31 22.56 699.50 
standards Total 49 
BSU of the CB influence EA 18 24.33 438.00 
over the Implementation MGT 29 23.79 690.00 
of the standards Is very Total 47 
There needs to be EA 18 22.61 407.00 
consensus among MGT 32 27.13 868.00 
AAOIFI, MGT, SSB, and Total 
r- A 50 
MGT compliance with the EA 18 20.03 360.50 
standards of AAOIFI Is MGT 31 27.89 864.50 
very high Total 49 
EA compliance with EA 18 26.89 484.00 
AAOIFI standards Is very MGT 32 24.72 791.00 
high Total 50 
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Question 1 
EA & MGT 
Ranks 
Sum of 
GROUP N Mean Rank Ranks 
Their accountability EA 18 27.11 488.00 
before Allah MGT 31 23.77 737.00 
Total 49 
The fear of Allah EA 18 25.56 460.00 
MGT 31 24.68 765.00 
Total 49 
Righteouness and EA 18 22.17 399.00 
perfection MGT 31 26.65 826.00 
Total 49 
To obey Allah EA 17 25.09 426.50 
MGT 32 24.95 798.50 
Total 49 
Vicegerency principle on EA 18 25.47 458.50 
earth MGT 32 25.52 816.50 
Total 50 
Religious duty of AAOIFI EA 18 24.22 436.00 
MGT 31 25.45 789.00 
Total 49 
Religious duty of SSB EA 18 24.11 434.00 
MGT 32 26.28 841.00 
Total 50 
Religious duty of Muslim EA 18 20.94 377.00 
MGT MGT 32 28.06 898.00 
Total 50 
Religious duty of Muslim EA 18 16.25 292.50 
EA MGT 32 30.70 982.50 
Total 50 
Ethical duty of EA 18 25.22 454.00 
non-Muslim MGT MGT 32 25.66 821.00 
Total 50 
Legal duty of non-Muslim EA 18 27.31 491.50 
MGT MGT 32 24.48 783.50 
Total 50 
Ethical duty of EA 18 25.72 463.00 
non-Muslim EA MGT 32 25.38 812.00 
Total 50 
Legal duty of non-Muslim EA 17 25.41 432.00 
EA MGT 32 24.78 793.00 
Total 49 
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Question 1 
EA&MGT 
Test Statisticsa 
AAOIFI, 
MGT, SSB, 
and EA 
IBs invest Stakeholder collaborate 
and use Complianc s want to F/S provide in ensuring 
funds In e with the be assured Information the truth 
accordance Shari'a is about the about the F/S provide and 
with the the prime Sharl'a Shari'a a true and fairness of 
Shari'a attraction compliance compliance fair view the F/S 
Mann-Whitney U 170.000 200.500 270.500 205.000 267.000 240.500 
Wilcoxon W 323.000 728.500 441.500 376.000 420.000 411.500 
Z -2.228 -1.850 -. 380 -1.725 -. 111 -1.014 
Asymp. Sig. 
. 026 . 064 . 
704 . 085 . 911 . 311 2-tailed 
Test Statistics' 
AAOIFI's 
standards 
require 
AAOIFI MGT, SSB, 
prepares, p and EA to AAOIFI's AAOIFI's AAOIFI's 
romulgate collaborate standards standards standards 
s, and In ensuring Increase are ways to lead to 
Interprests the the reduce mgt sufficient MGT 
Islamic compliance confidence control over transpare compliance 
standards with Shari'a of the users fin reporting ncy with Sharla 
Mann-Whitney U 273.000 230.000 287.000 256.000 264.000 189.000 
Wilcoxon W 801.000 401.000 458.000 427.000 435.000 325.000 
z -. 337 -1.077 -. 022 -. 657 -. 322 -1.311 
Asymp. Sig. 
. 736 . 282 . 983 . 511 . 747 . 190 2-tailed 
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Question 1 
EA&MGT 
Test Statisticsa 
MGT 
MGT compliance MGT 
compliance MGT with disclosure 
with AAOIFI compliance national of material SSB forms EA opinion 
stds with IASs stds Information an opinion of Sharl'a 
Mann-Whitney U 249.500 259.500 259.000 236.000 243.000 245.500 
Wilcoxon W 684.500 430.500 430.000 407.000 414.000 651.500 
Z -. 277 -. 457 -. 049 -1.081 -. 675 -. 150 
Asymp. Sig. 
. 782 . 648 . 961 . 280 . 500 . 881 2-tailed 
Test Statistics' 
SSB EA AAOIFI has 
disclosure disclosure little or no 
EA opinion EA opinion to to power to 
of AAOIFI EA opinion of national sharehold sharehold enforce the 
standards of IASs stds ers ers standards 
Mann-Whitney U 192.500 238.500 226.500 186.500 205.500 203.500 
Wilcoxon W 598.500 703.500 661.500 357.500 358.500 699.500 
z -1.468 -. 775 -. 853 -1.584 -. 962 -1.600 
Asymp. Sig. 
. 142 . 438 . 393 . 113 . 336 . 110 2-tailed 
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Question I 
EA&MGT 
Test Statistics' 
BSU of the 
CB There 
Influence needs to be MGT 
over the consensus compliance EA 
implementa among with the compliance Their 
tion of the AAOIFI, MG standards with AAOIFI accountabi 
standards Is T, SSB, and of AAOIFI standards Is lity before The fear 
very high EA Is very high very high Allah of Allah 
Mann-Whitney U 255.000 236.000 189.500 263.000 241.000 269.000 
Wilcoxon W 690.000 407.000 360.500 791.000 737.000 765.000 
Z -. 135 -1.145 -1.921 -. 520 -. 971 -. 226 
Asymp. Sig. 
2-tailed . 893 . 252 . 055 . 603 . 332 . 821 
Test Statistics" 
Religious 
Righteoun Vicegerenc Religious duty of 
ess and To obey y principle duty of Religious Muslim 
perfection Allah on earth AAOIFI duty of SSB MGT 
Mann-Whitney U 228.000 270.500 287.500 265.000 263.000 206.000 
Wilcoxon W 399.000 798.500 458.500 436.000 434.000 377.000 
z -1.119 -. 033 -. 011 -. 314 -. 581 -1.788 
Asymp. Sig. 
2-tailed . 
263 . 974 . 991 . 754 . 561 . 074 
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Question 1 
EA & MGT 
Test Statisticsa 
Ethical duty Legal duty Ethical duty Legal duty 
Religious of of of of 
duty of non-Muslim non-Muslim non-Muslim non-Muslim 
Muslim EA MGT MGT EA EA 
Mann-Whitney U 121.500 283.000 255.500 284.000 265.000 
Wilcoxon W 292.500 454.000 783.500 812.000 793.000 
Z -3.560 -. 118 -. 727 -. 087 -. 162 
Asymp. Sig. 
. 000 . 906 . 467 . 930 871 2-tailed . 
a. Grouping Variable: GROUP 
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Question I 
EA&CB 
Near Tests 
Mann-Whitney Test 
Ranks 
Sum of 
GROUP N Mean Rank Ranks 
IBs invest and use funds EA 17 11.82 201.00 
in accordance with the CB 8 15.50 124.00 
Shari'a Total 25 
Compliance with the EA 18 15.17 273.00 
Shari'a is the prime CB 8 9.75 78.00 
attraction 
Total 26 
Stakeholders want to be EA 18 13.69 246.50 
assured about the Shari'a CB 8 13.06 104.50 
compliance Total 
26 
F/S provide Information EA 18 13.97 251.50 
about the Shari'a CB 8 12.44 99.50 
compliance Total 26 
F/S provide a true and fair EA 17 13.79 234.50 
view CB 8 11.31 90.50 
Total 25 
AAOIFI, MGT, SSB, and EA 18 13.11 236.00 
EA collaborate In ensuring CB 8 14.38 115.00 
the truth and fairness of Total 
41- 26 
AAOIFI EA 18 13.39 241.00 
prepares, promulgates, CB 8 13.75 110.00 
and interprests Islamic Total 26 
AAOIFI's standards EA 18 12.39 223.00 
require MGT, SSB, and CB 8 16.00 128.00 
EA to collaborate in Total 26 
AAOIFI's standards EA 18 12.11 218.00 
Increase the confidence CB 8 16.63 133.00 
of the users Total 26 
AAOIFI's standards are EA 18 11.89 214.00 
ways to reduce mgt CB 8 17.13 137.00 
control over fin reporting Total 26 
AAOIFI's standards lead EA 18 13.69 246.50 
to sufficient transparency CB 8 13.06 104.50 
Total 26 
MGT compliance with EA 16 14.69 235.00 
Sharla CB 8 8.13 65.00 
Total 24 
MGT compliance with EA 18 16.53 297.50 
AAOIFI stds CB 8 6.69 53.50 
Total 26 
251 
Appendix 5 
Question 1 
EABCB 
Ranks 
Sum of 
GROUP N Mean Rank Ranks 
MGT compliance with EA 18 16.00 288.00 
IASs CB 8 7.88 63.00 
Total 26 
MGT compliance with EA 18 15.83 285.00 
national stds CB 8 8.25 66.00 
Total 26 
MGT disclosure of EA 18 16.47 296.50 
material information CB 8 6.81 54.50 
Total 26 
SSB forms an opinion EA 18 14.00 252.00 
CB 8 12.38 99.00 
Total 26 
EA opinion of Shari'a EA 18 14.19 255.50 
CB 8 11.94 95.50 
Total 26 
EA opinion of AAOIFI EA 18 13.81 248.50 
standards CB 8 12.81 102.50 
Total 26 
EA opinion of IASs EA 18 14.33 258.00 
CB 8 11.63 93.00 
Total 26 
EA opinion of national EA 18 14.28 257.00 
stds CB 8 11.75 94.00 
Total 26 
SSB disclosure to EA 18 14.36 258.50 
shareholders CB 8 11.56 92.50 
Total 26 
EA disclosure to EA 17 13.68 232.50 
shareholders CB 8 11.56 92.50 
Total 25 
AAOIFI has little or no EA 18 12.17 219.00 
power to enforce the CB 8 16.50 132.00 
standards Total 26 
BSU of the CB influence EA 18 13.14 236.50 
over the Implementation CB 8 14.31 114.50 
of the standards is very Total 26 
There needs to be EA 18 11.83 213.00 
consensus among CB 8 17.25 138.00 
AAOIFI, MGT, SSB, and Total 26 
MGT compliance with the EA 18 13.72 247.00 
standards of AAOIFI Is CB 8 13.00 104.00 
very high Total 26 
EA compliance with EA 18 14.39 259.00 
AAOIFI standards Is very CB 8 11.50 92.00 high Total 26 
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Question 1 
EABCB 
Ranks 
Sum of 
GROUP N Mean Rank Ranks 
Their accountability EA 18 13.06 235.00 
before Allah CB 8 14.50 116.00 
Total 26 
The fear of Allah EA 18 14.33 258.00 
CB 8 11.63 93.00 
Total 26 
Righteouness and EA 18 14.00 252.00 
perfection CB 8 12.38 99.00 
Total 26 
To obey Allah EA 17 12.88 219.00 
CB 8 13.25 106.00 
Total 25 
Vicegerency principle on EA 18 13.11 236.00 
earth CB 8 14.38 115.00 
Total 26 
Religious duty of AAOIFI EA 18 13.28 239.00 
CB 8 14.00 112.00 
Total 26 
Religious duty of SSB EA 18 13.17 237.00 
CB 8 14.25 114.00 
Total 26 
Religious duty of Muslim EA 18 12.94 233.00 
MGT CB 8 14.75 118.00 
Total 26 
Religious duty of Muslim EA 18 12.11 218.00 
EA CB 8 16.63 133.00 
Total 26 
Ethical duty of EA 18 13.28 239.00 
non-Muslim MGT CB 8 14.00 112.00 
Total 26 
Legal duty of non-Muslim EA 18 14.17 255.00 
MGT CB 8 12.00 96.00 
Total 26 
Ethical duty of EA 18 13.25 238.50 
non-Muslim EA CB 8 14.06 112.50 
Total 26 
Legal duty of non-Muslim EA 17 12.62 214.50 
EA CB 8 13.81 110.50 
Total 25 
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Question I 
EA&CB 
Test Statisticsb 
AAOIFI, 
MGT, SSB, 
and EA 
IBs Invest Stakeholder collaborate 
and use Complianc s want to F/S provide In ensuring 
funds in e with the be assured Information the truth 
accordance Shari'a Is about the about the F/S provide and 
with the the prime Sharl'a Shari'a a true and fairness of 
Shari'a attraction compliance compliance fair view the F/S 
Mann-Whitney U 48.000 42.000 68.500 63.500 54.500 65.000 
Wilcoxon W 201.000 78.000 104.500 99.500 90.500 236.000 
Z -1.212 -1.773 -. 207 -. 485 -. 831 -. 405 
Asymp. Sig. (2-tailed) . 225 . 076 . 836 . 
627 . 406 . 685 
Exact Sig. [2"(14ailed 262 , 1028 . 849a . 644' . 440' . 
724' 
Sig. )] 
Test Statisticsb 
AAOIFI's 
standards 
require 
AAOIFI MGT, SSB, 
prepares, p and EA to AAOIFI's AAOIFI's AAOIFI's 
romulgate collaborate standards standards standards 
s, and in ensuring increase are ways to lead to 
interprests the the reduce mgt sufficient MGT 
Islamic compliance confidence control over transpare compliance 
standards with Shari'a of the users fin reporting ncy with Sharia 
Mann-Whitney U 70.000 52.000 47.000 43.000 68.500 29.000 
Wilcoxon W 241.000 223.000 218.000 214.000 104.500 65.000 
z -. 124 -1.168 -1.550 -1.639 -. 201 -2.274 
Asymp. Sig. (2-tailed) . 901 . 243 . 121 . 
101 . 841 . 
023 
Exact Sig. [2`(14ailed 
. 935 . 2858 . 177a . 
115a . 8498 . 032 Sig. )] 
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Question 1 
EA&CB 
Test Statisticsb 
MGT 
MGT compliance MGT 
compliance MGT with disclosure 
with AAOIFI compliance national of material SSB forms EA opinion 
stds with IASs stds Information an opinion of Sharl'a 
Mann-Whitney U 17.500 27.000 30.000 18.500 63.000 59.500 
Wilcoxon W 53.500 63.000 66.000 54.500 99.000 95.500 
Z -3.170 -2.607 -2.487 -3.143 -. 548 -. 718 
Asymp. Sig. (2-tailed) . 002 . 009 . 013 . 002 . 584 . 473 
Exact Sig. [2"(14ailed 001' . 0118 . 019a . 0028 . 644' . 495' Sig. )] 
Test Statisticsb 
SSB EA AAOIFI has 
disclosure disclosure little or no 
EA opinion EA opinion to to power to 
of AAOIFI EA opinion of national sharehold sharehold enforce the 
standards of IASs stds ers ers standards 
Mann-Whitney U 66.500 57.000 58.000 56.500 56.500 48.000 
Wilcoxon W 102.500 93.000 94.000 92.500 92.500 219.000 
z -. 361 -. 984 -. 891 -. 883 -. 704 -1.363 
Asymp. Sig. (2-tailed) . 718 . 325 . 373 . 377 . 481 . 173 
Exact Sig. [2"(1-tailed 
. 765a . 429a . 461a . 397a . 511a . 196 Sig-)] 
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Question 1 
EA&CB 
Test Statisticsb 
BSU of the 
CB There 
Influence needs to be MGT 
over the consensus compliance EA 
Implementa among with the compliance Their 
tion of the AAOIFI, MG standards with AAOIFI accountabi 
standards Is T, SSB, and of AAOIFI standards Is lity before The fear 
very high EA is very high very high Allah of Allah 
Mann-Whitney U 65.500 42.000 68.000 56.000 64.000 57.000 
Wilcoxon W 236.500 213.000 104.000 92.000 235.000 93.000 
z -. 378 -1.825 -. 231 -. 913 -. 647 -. 890 
Asymp. Sig. (2-tailed) . 706 . 068 . 817 . 361 . 518 . 373 
Exact Sig. [2*(1-tailed 
. 724' . 102' . 849' . 397' . 683' . 429' Si 
Test Statisticsb 
Religious 
Righteoun Vicegerenc Religious duty of 
ess and To obey y principle duty of Religious Muslim 
erfection Allah on earth AAOIFI duty of SSB MGT 
Mann-Whitney U 63.000 66.000 65.000 68.000 66.000 62.000 
Wilcoxon W 99.000 219.000 236.000 239.000 237.000 233.000 
z -. 521 -. 122 -. 435 -. 238 -. 372 -. 578 
Asymp. Sig. (2-tailed) . 602 . 903 . 664 . 812 . 710 . 564 
Exact Sig. [2*(1-tailed 
. 644a . 932a . 724a . 849' . 765a . 605' Sig)] 
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Question 1 
EA&CB 
Test Statisticsb 
Ethical duty Legal duty Ethical duty Legal duty 
Religious of of of of 
duty of non-Muslim non-Muslim non-Muslim non-Muslim 
Muslim EA MGT MGT EA EA 
Mann-Whitney U 47.000 68.000 60.000 67.500 61.500 
Wilcoxon W 218.000 239.000 96.000 238.500 214.500 
Z -1.412 -. 255 -. 745 -. 274 -. 423 
Asymp. Sig. (2-tailed) . 158 . 798 . 456 . 784 . 673 
Exact Sig. [2"(1-tailed 
. 177a . 849' . 531' . 807a . 711 
8 
Sig)] 
a. Not corrected for ties. 
b. Grouping Variable: GROUP 
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Question 1 
EA&SSB 
NPar Tests 
Mann-Whitney Test 
Ranks 
Sum of 
GROUP N Mean Rank Ranks 
IBs invest and use funds EA 17 11.65 198.00 
in accordance with the SSB 6 13.00 78.00 
Shari'a Total 23 
Compliance with the EA 18 11.83 213.00 
Shari'a is the prime SSB 6 14.50 87 00 
attraction . 
Total 24 
Stakeholders want to be EA 18 12.83 231.00 
assured about the Shari'a SSB 6 11.50 69.00 
compliance Total 
24 
F/S provide Information EA 18 12.06 217.00 
about the Shari'a SSB 6 13.83 83.00 
compliance Total 24 
F/S provide a true and fair FA 17 11.82 201.00 
view SSB 6 12.50 75.00 
Total 23 
AAOIFI, MGT, SSB, and EA 18 11.44 206.00 
EA collaborate in ensuring SSB 5 14.00 70 00 
the truth and fairness of Total 23 . 
AAOIFI EA 18 12.00 216.00 
prepares, promulgates, SSB 6 14.00 84.00 
and Interprests Islamic Total 24 
AAOIFI's standards EA 18 11.67 210.00 
require MGT, SSB, and SSB 5 13.20 66.00 
EA to collaborate in Total 23 
AAOIFI's standards EA 18 11.44 206.00 
Increase the confidence SSB 6 15.67 94.00 
of the users Total 24 
AAOIFI's standards are EA 18 10.42 187.50 
ways to reduce mgt SSB 5 17.70 88.50 
control over fin reporting Total 23 
AAOIFI's standards lead EA 18 11.06 199.00 
to sufficient transparency SSB 6 16.83 101.00 
Total 24 
MGT compliance with EA 16 11.69 187.00 
Sharla SSB 5 8.80 44.00 
Total 21 
MGT compliance with EA 18 14.97 269.50 
AAOIFI stds SSB 6 5.08 30.50 
Total 24 
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Question 1 
EA&SSB 
Ranks 
Sum of 
GROUP N Mean Rank Ranks 
MGT compliance with EA 18 12.78 230.00 
IASs SSB 5 9.20 46.00 
Total 23 
MGT compliance with EA 18 13.11 236.00 
national stds SSB 5 8.00 40.00 
Total 23 
MGT disclosure of EA 18 13.72 247.00 
material information SSB 6 8.83 53.00 
Total 24 
SSB forms an opinion EA 18 12.14 218.50 
SSB 5 11.50 57.50 
Total 23 
EA opinion of Shari'a EA 18 11.92 214.50 
SSB 5 12.30 61.50 
Total 23 
EA opinion of AAOIFI EA 18 13.64 245.50 
standards SSB 5 6.10 30.50 
Total 23 
EA opinion of IASs EA 18 12.94 233.00 
SSB 5 8.60 43.00 
Total 23 
EA opinion of national EA 18 13.06 235.00 
stds SSB 5 8.20 41.00 
Total 23 
SSB disclosure to EA 18 12.17 219.00 
shareholders SSB 5 11.40 57.00 
Total 23 
EA disclosure to EA 17 10.82 184.00 
shareholders SSB 5 13.80 69.00 
Total 22 
AAOIFI has little or no EA 18 12.50 225.00 
power to enforce the SSB 5 10.20 51.00 
standards Total 23 
BSU of the CB Influence EA 18 11.19 201.50 
over the Implementation SSB 6 16.42 98.50 
of the standards is very Total 24 
There needs to be EA 18 12.39 223.00 
consensus among SSB 5 10.60 53.00 
AAOIFI, MGT, SSB, and Total 
r- iL- 23 
MGT compliance with the EA 18 10.86 195.50 
standards of AAOIFI is SSB 6 17.42 104.50 
very high Total 24 
EA compliance with EA 18 12.17 219.00 
AAOIFI standards is very SSB 5 11.40 57.00 high Total 23 
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Question 1 
EA&SSB 
Ranks 
Sum of 
GROUP N Mean Rank Ranks 
Their accountability EA 18 12.28 221.00 
before Allah SSB 6 13.17 79.00 
Total 24 
The fear of Allah EA 18 12.72 229.00 
SSB 6 11.83 71.00 
Total 24 
Righteouness and EA 18 11.97 215.50 
perfection SSB 6 14.08 84.50 
Total 24 
To obey Allah EA 17 11.53 196.00 
SSB 6 13.33 80.00 
Total 23 
Vicegerency principle on EA 18 13.06 235.00 
earth SSB 6 10.83 65.00 
Total 24 
Religious duty of AAOIFI EA 18 11.42 205.50 
SSB 6 15.75 94.50 
Total 24 
Religious duty of SSB EA 18 11.17 201.00 
SSB 6 16.50 99.00 
Total 24 
Religious duty of Muslim EA 18 11.11 200.00 
MGT SSB 6 16.67 100.00 
Total 24 
Religious duty of Muslim EA 18 10.28 185.00 
EA SSB 5 18.20 91.00 
Total 23 
Ethical duty of EA 18 11.89 214.00 
non-Muslim MGT SSB 6 14.33 86.00 
Total 24 
Legal duty of non-Muslim EA 18 11.89 214.00 
MGT SSB 6 14.33 86.00 
Total 24 
Ethical duty of EA 18 11.58 208.50 
non-Muslim EA SSB 6 15.25 91.50 
Total 24 
Legal duty of non-Muslim EA 17 11.00 187.00 
EA SSB 6 14.83 89.00 
Total 23 
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Question I 
EA&SSB 
Test Statisticsb 
AAOIFI, 
MGT, SSB, 
and EA 
lBs invest Stakeholder collaborate 
and use Complianc s want to F/S provide In ensuring 
funds in e with the be assured Information the truth 
accordance Shari'a Is about the about the F/S provide and 
with the the prime Shari'a Shari'a a true and fairness of 
Shari'a attraction compliance compliance fair view the F/S 
Mann-Whitney U 45.000 42.000 48.000 46.000 48.000 35.000 
Wilcoxon W 198.000 213.000 69.000 217.000 201.000 206.000 
Z -. 440 -. 892 -. 422 -. 548 -. 
223 -. 780 
Asymp. Sig. (2-tailed) . 660 . 373 . 
673 . 584 . 823 . 
435 
Exact Sig. [2"(1-tailed 
. 7088 . 4548 . 
7218 . 626 . 865' . 491' Si 
Test Statisticsb 
AAOIFI's 
standards 
require 
AAOIFI MGT, SSB, 
prepares, p and EA to AAOIFI's AAOIFI's AAOIFI's 
romulgate collaborate standards standards standards 
s, and In ensuring Increase are ways to lead to 
interprests the the reduce mgt sufficient MGT 
Islamic compliance confidence control over transpare compliance 
standards with Sharl'a of the users fin reporting ncy with Sharla 
Mann-Whitney U 45.000 39.000 35.000 16.500 28.000 29.000 
Wilcoxon W 216.000 210.000 206.000 187.500 199.000 44.000 
z -. 681 -. 466 -1.401 -2.184 -1.820 -. 969 
Asymp. Sig. (2-tailed) . 496 . 
641 . 161 . 029 . 069 . 
332 
Exact Sig. [2'(1-tailed 
. 581 . 
691' . 224' . 030a . 090a . 
398 
Sig. )] 
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Question 1 
EA & SSB 
Test Statisticsb 
MGT 
MGT compliance MGT 
compliance MGT with disclosure 
with AAOIFI compliance national of material SSB forms EA opinion 
stds with IASs stds information an opinion of Sharl'a 
Mann-Whitney U 9.500 31.000 25.000 32.000 42.500 43.500 
Wilcoxon W 30.500 46.000 40.000 53.000 57.500 214.500 
z -3.134 -1.119 -1.622 -1.605 -. 206 -. 
116 
Asymp. Sig. (2-tailed) . 002 . 263 . 
105 . 108 . 837 . 
908 
Exact Sig. [2"(14ailed 
. 0018 . 325a . 150a . 
156a . 857 . 9148 Si ) 
Test Statisticsb 
SSB EA AAOIFI has 
disclosure disclosure little or no 
EA opinion EA opinion to to power to 
of AAOIFI EA opinion of national sharehold sharehold enforce the 
standards of IASs stds ers ers standards 
Mann-Whitney U 15.500 28.000 26.000 42.000 31.000 36.000 
Wiicoxon W 30.500 43.000 41.000 57.000 184.000 51.000 
z -2.390 -1.446 -1.575 -. 231 -. 922 -. 689 
Asymp. Sig. (2-tailed) . 017 . 148 . 
115 . 817 . 356 . 491 
Exact Sig. [2"(1-tailed 
. 024 . 
227 . 174 . 857 . 401 . 538 Sig. )] 
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Question 1 
EA & SSB 
Test Statisticsb 
BSU of the 
CB There 
influence needs to be MGT 
over the consensus compliance EA 
implementa among with the compliance Their 
tion of the AAOIFI, MG standards with AAOIFI accountabi 
standards is T, SSB, and of AAOIFI standards is lity before The fear 
very high EA is very high very high Allah of Allah 
Mann-Whitney U 30.500 38.000 24.500 42.000 50.000 50.000 
Wilcoxon W 201.500 53.000 195.500 57.000 221.000 71.000 
Z -1.642 -. 547 -2.044 -. 232 -. 376 -. 288 
Asymp. Sig. (2-tailed) . 101 . 584 . 041 . 816 . 707 . 773 
Exact Sig. [2"(1-tailed 
. 1198 . 638a . 0478 . 857a . 820a . 820a Sig. )] 
Test Statisticsb 
Religious 
Righteoun Vicegerenc Religious duty of 
ess and To obey y principle duty of Religious Muslim 
perfection Allah on earth AAOIFI duty of SSB MGT 
Mann-Whitney U 44.500 43.000 44.000 34.500 30.000 29.000 
Wiicoxon W 215.500 196.000 65.000 205.500 201.000 200.000 
z -. 670 -. 586 -. 717 -1.430 -1.913 -1.756 
Asymp. Sig. (2-tailed) . 503 . 558 . 473 . 153 . 056 . 079 
Exact Sig. [2"(14ailed 
. 537' . 609 . 537' . 199' . 119' . 104 Sig. )] 
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Question 1 
EA & SSB 
Test Statisticsb 
Ethical duty Legal duty Ethical duty Legal duty 
Religious of of of of 
duty of non-Muslim non-Muslim non-Muslim non-Muslim 
Muslim EA MGT MGT EA EA 
Mann-Whitney U 14.000 43.000 43.000 37.500 34.000 
Wilcoxon W 185.000 214.000 214.000 208.500 187.000 
Z -2.363 -. 878 -. 877 -1.240 -1.368 
Asymp. Sig. (2-tailed) . 018 . 380 . 380 . 215 . 171 Exact Sig. [2"(14ailed 
. 019' . 494' . 494' 280 256' Sig. )] . . 
a. Not corrected for ties. 
b. Grouping Variable: GROUP 
264 
Appendix 5 
Question I 
MGT&CB 
NPar Tests 
Mann-Whitney Test 
Ranks 
Sum of 
GROUP N Mean Rank Ranks 
IBs invest and use funds MGT 32 21.11 675.50 
In accordance with the CB 8 18.06 144.50 
Shari'a Total 40 
Compliance with the MGT 32 20.77 664.50 
Shari'a is the prime CB 8 19.44 155 50 
attraction . 
Total 40 
Stakeholders want to be MGT 32 20.95 670.50 
assured about the Sharl'a CB 8 18.69 149.50 
compliance Total 
40 
F/S provide Information MGT 32 21.97 703.00 
about the Shari'a CB 8 14.63 117.00 
compliance Total 40 
F/S provide a true and fair MGT 32 21.41 685.00 
view CB 8 16.88 135.00 
Total 40 
AAOIFI, MGT, SSB, and MGT 32 20.63 660.00 
EA collaborate in ensuring CB 8 20.00 160 00 
the truth and fairness of Total 
4k - 40 
. 
- 
AAOIFI MGT 32 20.25 648.00 
prepares, promulgates, CB 8 21.50 172 00 
and interprests Islamic Total 40 . 
AAOIFI's standards MGT 31 19.60 607.50 
require MGT, SSB, and CB 8 21.56 172.50 
EA to collaborate In Total 39 
AAOIFI's standards MGT 32 19.19 614.00 
increase the confidence CB 8 25.75 206.00 
of the users Total 40 
AAOIFI's standards are MGT 32 18.91 605.00 
ways to reduce mgt CB 8 26.88 215.00 
control over fin reporting Total 40 
AAOIFI's standards lead MGT 31 20.47 634.50 
to sufficient transparency CB 8 18.19 145.50 
Total 39 
MGT compliance with MGT 30 21.87 656.00 
Sharia CB 8 10.63 85.00 
Total 38 
MGT compliance with MGT 29 21.55 625.00 
AAOIFI stds CB 8 9.75 78.00 
Total 37 
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Question 1 
MGT&CB 
Ranks 
Sum of 
GROUP N Mean Rank Ranks 
MGT compliance with MGT 31 22.84 708.00 
IASs CB 8 9.00 72.00 
Total 39 
MGT compliance with MGT 29 21.26 616.50 
national stds CB 8 10.81 86.50 
Total 37 
MGT disclosure of MGT 31 22.97 712.00 
material information CB 8 8.50 68.00 
Total 39 
SSB forms an opinion MGT 30 20.40 612.00 
CB 8 16.13 129.00 
Total 38 
EA opinion of Shari'a MGT 28 19.27 539.50 
CB 8 15.81 126.50 
Total 36 
EA opinion of AAOIFI MGT 28 17.96 503.00 
standards CB 8 20.38 163.00 
Total 36 
EA opinion of IASs MGT 30 19.97 599.00 
CB 8 17.75 142.00 
Total 38 
EA opinion of national MGT 29 19.24 558.00 
stds CB 8 18.13 145.00 
Total 37 
SSB disclosure to MGT 28 20.16 564.50 
shareholders CB 8 12.69 101.50 
Total 36 
EA disclosure to MGT 29 20.31 589.00 
shareholders CB 8 14.25 114.00 
Total 37 
AAOIFI has little or no MGT 31 18.03 559.00 
power to enforce the CB 8 27.63 221.00 
standards Total 39 
BSU of the CB Influence MGT 29 18.62 540.00 
over the implementation CB 8 20.38 163.00 
of the standards is very Total 37 
There needs to be MGT 32 19.50 624.00 
consensus among CB 8 24.50 196.00 
AAOIFI, MGT, SSB, and Total r- A 40 
MGT compliance with the MGT 31 21.47 665.50 
standards of AAOIFI Is CB 8 14.31 114.50 
very high Total 39 
EA compliance with MGT 32 20.97 671.00 
AAOIFI standards Is very CB 8 18.63 149.00 
high Total 40 
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Question 1 
MGT & CB 
Ranks 
Sum of 
GROUP N Mean Rank Ranks 
Their accountability MGT 31 18.98 588.50 
before Allah CB 8 23.94 191.50 
Total 39 
The fear of Allah MGT 31 20.68 641.00 
CB 8 17.38 139.00 
Total 39 
Righteouness and MGT 31 21.06 653.00 
perfection CB 8 15.88 127.00 
Total 39 
To obey Allah MGT 32 20.39 652.50 
CB 8 20.94 167.50 
Total 40 
Vicegerency principle on MGT 32 20.11 643.50 
earth CB 8 22.06 176.50 
Total 40 
Religious duty of AAOIFI MGT 31 20.00 620.00 
CB 8 20.00 160.00 
Total 39 
Religious duty of SSB MGT 32 20.53 657.00 
CB 8 20.38 163.00 
Total 40 
Religious duty of Muslim MGT 32 21.23 679.50 
MGT CB 8 17.56 140.50 
Total 40 
Religious duty of Muslim MGT 32 21.63 692.00 
EA CB 8 16.00 128.00 
Total 40 
Ethical duty of MGT 32 20.36 651.50 
non-Muslim MGT CB 8 21.06 168.50 
Total 40 
Legal duty of non-Muslim MGT 32 20.66 661.00 
MGT CB 8 19.88 159.00 
Total 40 
Ethical duty of MGT 32 20.16 645.00 
non-Muslim EA CB 8 21.88 175.00 
Total 40 
Legal duty of non-Muslim MGT 32 20.05 641.50 
EA CB 8 22.31 178.50 
Total 40 
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Question I 
MGT & CB 
Test Statisticsb 
AAOIFI, 
MGT, SSB, 
and EA 
IBs Invest Stakeholder collaborate 
and use Complianc s want to F/S provide In ensuring 
funds in e with the be assured Information the truth 
accordance Shari'a is about the about the F/S provide and 
with the the prime Sharl'a Sharl'a a true and fairness of 
Shari'a attraction compliance compliance fair view the F/S 
Mann-Whitney U 108.500 119.500 113.500 81.000 99.000 
124.000 
Wilcoxon W 144.500 155.500 149.500 117.000 135.000 160.000 
z -. 696 -. 298 -. 527 -1.645 -1.038 -. 
145 
Asymp. Sig. (2-tailed) . 487 . 
766 . 598 . 100 . 
299 . 884 
Exact Sig. [2*(1-tailed 
. 517' . 
7788 . 630a . 117' . 
342a . 908' Sig. 
Test Statisticsb 
AAOIFI's 
standards 
require 
AAOIFI MGT, SSB, 
prepares, p and EA to AAOIFI's AAOIFI's AAOIFI's 
romulgate collaborate standards standards standards 
s, and in ensuring Increase are ways to lead to 
Interprests the the reduce mgt sufficient MGT 
Islamic compliance confidence control over transpare compliance 
standards with Shari'a of the users fin reporting ncy with Sharia 
Mann-Whitney U 120.000 111.500 86.000 77.000 109.500 49.000 
Wilcoxon W 648.000 607.500 614.000 605.000 145.500 85.000 
z -. 299 -. 476 -1.570 -1.755 -. 527 -2.778 
Asymp. Sig. (2-tailed) . 765 . 
634 . 116 . 079 . 598 . 
005 
Exact Sig. [2*(1-tailed 
. 804' . 
670 . 164 . 088 . 621 . 
010 
Si . 
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Question I 
MGT & CB 
Test Statisticsb 
MGT 
MGT compliance MGT 
compliance MGT with disclosure 
with AAOIFI compliance national of material SSB forms EA opinion 
stds with IASs stds Information an opinion of Sharl'a 
Mann-Whitney U 42.000 36.000 50.500 32.000 93.000 90.500 
Wilcoxon W 78.000 72.000 86.500 68.000 129.000 126.500 
Z -2.909 -3.284 -2.609 -3.665 -1.123 -. 832 
Asymp. Sig. (2-tailed) . 004 . 001 . 009 . 000 . 261 . 405 
Exact Sig. [2"(14aiied 
. 005' . 001 . 013' . 001' . 350' . 421a S) 
Test Statisticsb 
SSB EA AAOIFI has 
disclosure disclosure little or no 
EA opinion EA opinion to to power to 
of AAOIFI EA opinion of national sharehold sharehold enforce the 
standards of IASs stds ers ers standards 
Mann-Whitney U 97.000 106.000 109.000 65.500 78.000 63.000 
Wilcoxon W 503.000 142.000 145.000 101.500 114.000 559.000 
z -. 613 -. 554 -. 283 -1.922 -1.446 -2.151 
Asymp. Sig. (2-tailed) . 540 . 580 . 777 . 055 . 148 . 031 
Exact Sig. [2*(1-tailed 
. 588a . 635° . 814a . 077' . 1702 . 033' Si 
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Question 1 
MGT&CB 
Test Statisticsb 
BSU of the 
CB There 
influence needs to be MGT 
over the consensus compliance EA 
implementa among with the compliance Their 
tion of the AAOIFI, MG standards with AAOIFI accountabl 
standards is T, SSB, and of AAOIFI standards Is lity before The fear 
very high EA is very high very high Allah of Allah 
Mann-Whitney U 105.000 96.000 78.500 113.000 92.500 103.000 
Wilcoxon W 540.000 624.000 114.500 149.000 588.500 139.000 
z -. 417 -1.228 -1.642 -. 519 -1.347 -. 779 
Asymp. Sig. (2-tailed) . 677 . 219 . 101 . 604 . 178 . 436 
Exact Sig. [2*(1-tailed 
. 704' . 293' . 115' . 630' . 279' . 483' Si ) 
Test Statisticsb 
Religious 
Righteoun Vicegerenc Religious duty of 
ess and To obey y principle duty of Religious Muslim 
erfection Allah on earth AAOIFI duty of SSB MGT 
Mann-Whitney U 91.000 124.500 115.500 124.000 127.000 104.500 
Wilcoxon W 127.000 652.500 643.500 160.000 163.000 140.500 
z -1.216 -. 123 -. 472 . 000 -. 040 -. 879 
Asymp. Sig. (2-tailed) . 224 . 902 . 637 1.000 . 968 . 379 
Exact Sig. [2*(1-tailed 
. 264' . 908' . 678' 1.000 . 987 . 434 Sig)] 
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Question 1 
MGT&CB 
Test Statisticsb 
Ethical duty Legal duty Ethical duty Legal duty 
Religious of of of of 
duty of non-Muslim non-Muslim non-Muslim non-Muslim 
Muslim EA MGT MGT EA EA 
Mann-Whitney U 92.000 123.500 123.000 117.000 113.500 
Wilcoxon W 128.000 651.500 159.000 645.000 641.500 
z -1.360 -. 179 -. 184 -. 404 -. 548 
Asymp. Sig. (2-tailed) . 174 . 858 . 854 . 686 . 584 
Exact Sig. [2"(14ailed 
. 2358 . 8818 . 881a . 728a . 630a Sig-)] 
a. Not corrected for ties. 
b. Grouping Variable: GROUP 
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Question I 
MGT & SSB 
NPar Tests 
Mann-Whitney Test 
Ranks 
Sum of 
GROUP N Mean Rank Ranks 
IBs invest and use funds MGT 32 20.67 661.50 
in accordance with the SSB 6 13.25 79 50 Shari'a Total 38 . 
Compliance with the MGT 32 17.94 574.00 
Sharl'a is the prime SSB 6 27 83 167 00 attraction . . 
Total 38 
Stakeholders want to be MGT 32 20.02 640.50 
assured about the Shari'a SSB 6 16.75 100.50 
compliance Total 
38 
F/S provide Information MGT 32 19.91 637.00 
about the Shari'a SSB 6 17.33 104.00 
compliance Total 38 
F/S provide a true and fair MGT 32 19.38 620.00 
view SSB 6 20.17 121.00 
Total 38 
AAOIFI, MGT, SSB, and MGT 32 18.83 602.50 
EA collaborate in ensuring SSB 5 20.10 100 50 
the truth and fairness of Total 37 . 
AAOIFI MGT 32 18.94 606 00 
prepares, promulgates, SSB 6 22.50 . 135 00 
and interprests Islamic Total 
LOAAMW 38 
. 
-C AAOIFI's standards MGT 31 18.61 577.00 
require MGT, SSB, and SSB 5 17.80 89 00 
EA to collaborate in Total 36 . 
AAOIFI's standards MGT 32 18.56 594.00 
Increase the confidence SSB 6 24.50 147.00 
of the users Total 38 
AAOIFI's standards are MGT 32 17.61 563.50 
ways to reduce mgt SSB 5 27.90 139.50 
control over fin reporting Total 37 
AAOIFI's standards lead MGT 31 17.52 543.00 
to sufficient transparency SSB 6 26.67 160.00 
Total 37 
MGT compliance with MGT 30 18.83 565.00 
Sharia SSB 5 13.00 65.00 
Total 35 
MGT compliance with MGT 29 19.95 578.50 
AAOIFI stds SSB 6 8.58 51.50 
Total 35 
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Question I 
MGT & SSB 
Ranks 
Sum of 
GROUP N Mean Rank Ranks 
MGT compliance with MGT 31 19.47 603.50 
IASs SSB 5 12.50 62.50 
Total 36 
MGT compliance with MGT 29 18.53 537.50 
national stds SSB 5 11.50 57.50 
Total 34 
MGT disclosure of MGT 31 20.32 630.00 
material information SSB 6 12.17 73.00 
Total 37 
SSB forms an opinion MGT 30 18.45 553.50 
SSB 5 15.30 76.50 
Total 35 
EA opinion of Sharl'a MGT 28 16.91 473.50 
SSB 5 17.50 87.50 
Total 33 
EA opinion of AAOIFI MGT 28 17.75 497.00 
standards SSB 5 12.80 64.00 
Total 33 
EA opinion of IASs MGT 30 18.63 559.00 
SSB 5 14.20 71.00 
Total 35 
EA opinion of national MGT 29 18.10 525.00 
stds SSB 5 14.00 70.00 
Total 34 
SSB disclosure to MGT 28 17.64 494.00 
shareholders SSB 5 13.40 67.00 
Total 33 
EA disclosure to MGT 29 17.33 502.50 
shareholders SSB 5 18.50 92.50 
Total 34 
AAOIFI has little or no MGT 31 18.31 567.50 
power to enforce the SSB 5 19.70 98.50 
standards Total 36 
BSU of the CB Influence MGT 29 16.86 489.00 
over the implementation SSB 6 23.50 141.00 
of the standards is very Total 35 
There needs to be MGT 32 19.81 634.00 
consensus among SSB 5 13.80 69.00 
AAOIFI, MGT, SSB, and Total C" A 37 
MGT compliance with the MGT 31 18.37 569.50 
standards of AAOIFI Is SSB 6 22.25 133.50 
very high Total 37 
EA compliance with MGT 32 18.97 607.00 
AAOIFI standards Is very SSB 5 19.20 96.00 high Total 37 
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Question I 
MGT&SSB 
Ranks 
Sum of 
GROUP N Mean Rank Ranks 
Their accountability MGT 31 18.34 568.50 
before Allah SSB 6 22.42 134.50 
Total 37 
The fear of Allah MGT 31 19.10 592.00 
SSB 6 18.50 111.00 
Total 37 
Righteouness and MGT 31 19.18 594.50 
perfection SSB 6 18.08 108.50 
Total 37 
To obey Allah MGT 32 19.06 610.00 
SSB 6 21.83 131.00 
Total 38 
Vicegerency principle on MGT 32 20.05 641.50 
earth SSB 6 16.58 99.50 
Total 38 
Religious duty of AAOIFI MGT 31 18.15 562.50 
SSB 6 23.42 140.50 
Total 37 
Religious duty of SSB MGT 32 18.47 591.00 
SSB 6 25.00 150.00 
Total 38 
Religious duty of Muslim MGT 32 19.09 611.00 
MGT SSB 6 21.67 130.00 
Total 38 
Religious duty of Muslim MGT 32 18.59 595.00 
EA SSB 5 21.60 108.00 
Total 37 
Ethical duty of MGT 32 18.95 606.50 
non-Muslim MGT SSB 6 22.42 134.50 
Total 38 
Legal duty of non-Muslim MGT 32 18.58 594.50 
MGT SSB 6 24.42 146.50 
Total 38 
Ethical duty of MGT 32 18.52 592.50 
non-Muslim EA SSB 6 24.75 148.50 
Total 38 
Legal duty of non-Muslim MGT 32 18.56 594.00 
EA SSB 6 24.50 147.00 
Total 38 
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Question I 
MGT & SSB 
Test Statisticsb 
AAOIFI, 
MGT, SSB, 
and EA 
IBs Invest Stakeholder collaborate 
and use Complianc s want to F/S provide In ensuring 
funds in e with the be assured Information the truth 
accordance Shari'a is about the about the F/S provide and 
with the the prime Shari'a Sharl'a a true and fairness of 
Shari a attraction compliance compliance fair view the F/S 
Mann-Whitney U 58.500 46.000 79.500 83.000 92.000 74.500 
Wilcoxon W 79.500 574.000 100.500 104.000 620.000 602.500 
Z -1.577 -2.086 -. 708 -. 543 -. 170 -. 263 
Asymp. Sig. (2-tailed) . 115 . 
037 . 479 . 587 . 865 . 793 
Exact Sig. [2"(1-tailed 
. 136' . 046' . 
519' . 625' . 891' . 813 Sig. 
Test Statisticsb 
AAOIFI's 
standards 
require 
AAOIFI MGT, SSB, 
prepares, p and EA to AAOIFI's AAOIFI's AAOIFI's 
romulgate collaborate standards standards standards 
s, and In ensuring Increase are ways to lead to 
Interprests the the reduce mgt sufficient MGT 
Islamic compliance confidence control over transpare compliance 
standards with Shari'a of the users fin reporting ncy with Sharia 
Mann-Whitney U 78.000 74.000 66.000 35.500 47.000 50.000 
Wilcoxon W 606.000 89.000 594.000 563.500 543.000 65.000 
z -. 808 -. 173 -1.331 -2.028 -1.990 -1.340 
Asymp. Sig. (2-tailed) . 419 . 863 . 183 . 043 . 047 . 
180 
Exact Sig. [2"(14ailed 
. 493' . 894a . 245' . 046' . 060' . 
257 
Sig. )] 
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Question 1 
MGT & SSB 
Test Statisticsb 
MGT 
MGT compliance MGT 
compliance MGT with disclosure 
with AAOIFI compliance national of material SSB forms EA opinion 
stds with IASs stds information an opinion of Sharl'a 
Mann-Whitney U 30.500 47.500 42.500 52.000 61.500 67.500 
Wilcoxon W 51.500 62.500 57.500 73.000 76.500 473.500 
z -2.641 -1.521 -1.606 -2.039 -. 755 -. 128 
Asymp. Sig. (2-tailed) . 008 . 128 . 108 . 041 . 450 . 898 
Exact Sig. [2*(1-tailed 0118 . 175 . 149' . 096' . 536' . 903' Sig)] 
Test Statisticsb 
SSB EA AAOIFI has 
disclosure disclosure little or no 
EA opinion EA opinion to to power to 
of AAOIFI EA opinion of national sharehold sharehold enforce the 
standards of IASs stds ers ers standards 
Mann-Whitney U 49.000 56.000 55.000 52.000 67.500 71.500 
Wilcoxon W 64.000 71.000 70.000 67.000 502.500 567.500 
z -1.097 -. 976 -. 916 -1.008 -. 248 -. 280 
Asymp. Sig. (2-tailed) . 273 . 329 . 360 . 313 . 804 . 780 
Exact Sig. [2*(1-tailed 
. 314 . 395' . 420' . 391' . 814' . 790' Sig. ) 
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Question 1 
MGT & SSB 
Test Statisticsb 
BSU of the 
CB There 
Influence needs to be MGT 
over the consensus compliance EA 
Implementa among with the compliance Their 
tion of the AAOIFI, MG standards with AAOIFI accountabi 
standards Is T, SSB, and of AAOIFI standards Is lity before The fear 
very high EA Is very high very high Allah of Allah 
Mann-Whitney U 54.000 54.000 73.500 79.000 72.500 90.000 
Wilcoxon W 489.000 69.000 569.500 607.000 568.500 111.000 
z -1.488 -1.262 -. 839 -. 046 -1.022 -. 133 
Asymp. Sig. (2-tailed) . 137 . 207 . 402 . 963 . 307 . 894 
Exact Sig. [2"(14ailed 
. 159' . 266' . 432' . 983' . 408' . 920' S. 
Test Statisticsb 
Religious 
Righteoun Vicegerenc Religious duty of 
ess and To obey y principle duty of Religious Muslim 
perfection Allah on earth AAOIFI duty of SSB MGT 
Mann-Whitney U 87.500 82.000 78.500 66.500 63.000 83.000 
Wilcoxon W 108.500 610.000 99.500 562.500 591.000 611.000 
z -. 243 -. 583 -. 763 -1.235 -1.651 -. 595 
Asymp. Sig. (2-tailed) . 808 . 560 . 446 . 217 . 099 . 552 
Exact Sig. [2"(14ailed 
. 825a . 598a . 493' . 283' . 199a . 625' Sig. )] 
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Question 1 
MGT&SSB 
Test Statisticsb 
Ethical duty Legal duty Ethical duty Legal duty 
Religious of of of of 
duty of non-Muslim non-Muslim non-Muslim non-Muslim 
Muslim EA MGT MGT EA EA 
Mann-Whitney U 67.000 78.500 66.500 64.500 66.000 
Wilcoxon W 595.000 606.500 594.500 592.500 594.000 
z -. 680 -. 852 -1.320 -1.390 -1.368 
Asymp. Sig. (2-tailed) . 497 . 394 . 187 . 165 . 171 
Exact Sig. [2"(14ailed 
. 589 . 493 . 245' . 213' . 245' Sig. )] 
a. Not corrected for ties. 
b. Grouping Variable: GROUP 
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Question 1 
CB & SSB 
NPar Tests 
Mann-Whitney Test 
Ranks 
Sum of GROUP N Mean Rank Ranks 
IBs invest and use funds CB 8 8.25 66.00 
in accordance with the SSB 
' 
6 6.50 39 00 Shari a Total 14 . 
Compliance with the CB 8 5.50 44.00 
Shari'a is the prime SSB 6 10 17 61 00 attraction . . Total 14 
Stakeholders want to be CB 8 7.69 61.50 
assured about the Sharl'a SSB 6 7.25 43 50 
compliance Total . 
14 
F/S provide information CB 8 6.88 55 00 
about the Shari'a SSB 6 8.33 . 50 00 
compliance Total 14 . 
F/S provide a true and fair CB 8 6.75 54.00 
view SSB 6 8.50 51.00 
Total 14 
gAOIFI, MGT, SSB, and CB 8 6.75 54 00 
EA collaborate In ensuring SSB 5 7 40 . 
the truth and fairness of Total . 
37.00 
13 
MOIFI CB 8 7.00 56 00 
prepares, promulgates, SSB 6 8.17 . 49 00 
and interprests Islamic Total 14 . 
AAOIFI's standards CB 8 7.44 59 50 
require MGT, SSB, and SSB 5 6.30 . 31 50 EA to collaborate In Total 13 . 
AAOIFI's standards CB 8 7.38 59.00 
Increase the confidence SSB 6 7.67 46 00 
of the users Total 14 . 
AAOIFI's standards are CB 8 6.00 48.00 
ways to reduce mgt SSB 5 8.60 43 00 control over fin reporting Total 13 . 
AAOIFI's standards lead CB 8 5.50 44.00 
to sufficient transparency 88B 6 10.17 61.00 
Total 14 
MGT compliance with CB 8 6.50 52.00 
Sharla SSB 5 7.80 39.00 
Total 13 
MGT compliance with CB 8 6.94 55 50 AAOIFI stds SSB 6 8.25 
. 
49.50 
Total 14 
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Question 1 
CB & SSB 
Ranks 
Sum of 
GROUP N Mean Rank Ranks 
MGT compliance with CB 8 5.88 47.00 
IASs SSB 5 8.80 44.00 
Total 13 
MGT compliance with CB 8 6.44 51.50 
national stds SSB 5 7.90 39.50 
Total 13 
MGT disclosure of CB 8 5.94 47.50 
material information SSB 6 9.58 57.50 
Total 14 
SSB forms an opinion CB 8 6.75 54.00 
SSB 5 7.40 37.00 
Total 13 
EA opinion of Sharl'a CB 8 6.00 48.00 
SSB 5 8.60 43.00 
Total 13 
EA opinion of AAOIFI CB 8 8.19 65.50 
standards SSB 5 5.10 25.50 
Total 13 
EA opinion of IASs CB 8 7.19 57.50 
SSB 5 6.70 33.50 
Total 13 
EA opinion of national CB 8 7.38 59.00 
stds SSB 5 6.40 32.00 
Total 13 
SSB disclosure to CB 8 6.63 53.00 
shareholders SSB 5 7.60 38.00 
Total 13 
EA disclosure to CB 8 5.69 45.50 
shareholders SSB 5 9.10 45.50 
Total 13 
AAOIFI has little or no CB 8 7.81 62.50 
power to enforce the SSB 5 5.70 28 50 
standards Total 13 . 
BSU of the CB Influence CB 8 6.50 52.00 
over the implementation SSB 6 8.83 53 00 
of the standards is very Total 14 . 
There needs to be CB 8 8.25 66.00 
consensus among SSB 5 5.00 25 00 A AOIFI, MGT, SSB, and Total r! A 13 . 
MGT compliance with the CB 8 5.75 46.00 
standards of AAOIFI Is SSB 6 9.83 59 00 
very high Total 14 . 
EA compliance with CB 8 6.63 53.00 
AAOIFI standards is very SSB 5 7.60 38 00 high Total 13 . 
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Question I 
CB & SSB 
Ranks 
Sum of 
GROUP N Mean Rank Ranks 
Their accountability CB 8 7.63 61.00 
before Allah SSB 6 7.33 44.00 
Total 14 
The fear of Allah CB 8 7.00 56.00 
SSB 6 8.17 49.00 
Total 14 
Righteouness and CB 8 6.56 52.50 
perfection SSB 6 8.75 52.50 
Total 14 
To obey Allah CB 8 7.13 57.00 
SSB 6 8.00 48.00 
Total 14 
Vicegerency principle on CB 8 8.44 67.50 
earth SSB 6 6.25 37.50 
Total 14 
Religious duty of AAOIFI CB 8 6.56 52.50 
SSB 6 8.75 52.50 
Total 14 
Religious duty of SSB CB 8 6.38 51.00 
SSB 6 9.00 54.00 
Total 14 
Religious duty of Muslim CB 8 6.38 51.00 
MGT SSB 6 9.00 54.00 
Total 14 
Religious duty of Muslim CB 8 5.94 47.50 
EA SSB 5 8.70 43.50 
Total 13 
Ethical duty of CB 8 7.00 56.00 
non-Muslim MGT SSB 6 8.17 49.00 
Total 14 
Legal duty of non-Muslim CB 8 6.50 52.00 
MGT SSB 6 8.83 53.00 
Total 14 
Ethical duty of CB 8 6.81 54.50 
non-Muslim EA SSB 6 8.42 50.50 
Total 14 
Legal duty of non-Muslim CB 8 6.81 54.50 
EA SSB 6 8.42 50.50 
Total 14 
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Question 1 
CB & SSB 
Test Statisticsb 
AAOIFI, 
MGT, SSB, 
and EA 
IBs Invest Stakeholder collaborate 
and use Complianc s want to F/S provide In ensuring 
funds in e with the be assured Information the truth 
accordance Shari'a Is about the about the F/S provide and 
with the the prime Shari'a Shari'a a true and fairness of 
Shari'a attraction compliance compliance fair view the F/S 
Mann-Whitney U 18.000 8.000 22.500 19.000 18.000 18.000 
Wilcoxon W 39.000 44.000 43.500 55.000 54.000 54.000 
z -. 843 -2.206 -. 203 -. 693 -. 820 -. 320 
Asymp. Sig. (2-tailed) . 399 . 027 . 
839 . 488 . 412 . 749 
Exact Sig. [2*(1-tailed 
. 4918 . 043' . 852a . 
573$ . 491a . 833 Sig. ) 
Test Statisticsb 
AAOIFI's 
standards 
require 
AAOIFI MGT, SSB, 
prepares, p and EA to AAOIFI's AAOIFI's AAOIFI's 
romulgate collaborate standards standards standards 
s, and in ensuring Increase are ways to lead to 
Interprests the the reduce mgt sufficient MGT 
Islamic compliance confidence control over transpare compliance 
standards with Shari'a of the users fin reporting ncy with Sharia 
MannWhitney U 20.000 16.500 23.000 12.000 8.000 16.000 
Wilcoxon W 56.000 31.500 59.000 48.000 44.000 52.000 
z -. 601 -. 562 -. 180 -1.247 -2.206 -. 642 
Asymp. Sig. (2-tailed) . 548 . 574 . 857 . 212 . 027 . 
521 
Exact Sig. [2*(1-tailed 662 . 622 . 950 . 284 . 043 . 622 Sig. )] 
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Question I 
CB & SSB 
Test Statisticsb 
MGT 
MGT compliance MGT 
compliance MGT with disclosure 
with AAOIFI compliance national of material SSB forms EA opinion 
stds with IASs stds Information an opinion of Sharl'a 
Mann-Whitney U 19.500 11.000 15.500 11.500 18.000 12.000 
Wilcoxon W 55.500 47.000 51.500 47.500 54.000 48.000 
z -. 644 -1.377 -. 689 -1.664 -. 329 -1.198 
Asymp. Sig. (2-tailed) . 519 . 168 . 491 . 096 . 742 . 231 
Exact Sig. [2"(1 tailed 
. 573' . 222' . 524' . 108' . 833' . 284' Sig. )] 
Test Statisticsb 
SSB EA AAOIFI has 
disclosure disclosure little or no 
EA opinion EA opinion to to power to 
of AAOIFI EA opinion of national sharehold sharehold enforce the 
standards of IASs stds ers ers standards 
Mann-Whitney U 10.500 18.500 17.000 17.000 9.500 13.500 
Wiicoxon W 25.500 33.500 32.000 53.000 45.500 28.500 
z -1.443 -. 231 -. 461 -. 450 -1.570 -. 983 
Asymp. Sig. (2-tailed) . 149 . 818 . 645 . 652 . 116 . 326 
Exact Sig. [2"(14ailed 
. 171 . 833 . 724 . 724 . 127 . 354 Si . 
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CB&SSB 
Test Statisticsb 
BSU of the 
CB There 
influence needs to be MGT 
over the consensus compliance EA 
implementa among with the compliance Their 
tion of the AAOIFI, MG standards with AAOIFI accountabi 
standards is T, SSB, and of AAOIFI standards Is lity before The fear 
very high EA is very high very high Allah of Allah 
Mann-Whitney U 16.000 10.000 10.000 17.000 23.000 20.000 
Wilcoxon W 52.000 25.000 46.000 53.000 44.000 56.000 
Z -1.087 -1.675 -1.868 -. 463 -. 212 -. 559 
Asymp. Sig. (2-tailed) . 277 . 
094 . 
062 
. 643 . 832 . 576 
Exact Sig. [2"(14ailed 
. 345' . 171' . 081' . 724' . 950' . 662' Si 
Test Statisticsb 
Religious 
Righteoun Vicegerenc Religious duty of 
ess and To obey y principle duty of Religious Muslim 
perfection Allah on earth AAOIFI duty of SSB MGT 
Mann-Whitney U 16.500 21.000 16.500 16.500 15.000 15.000 
Wilcoxon W 52.500 57.000 37.500 52.500 51.000 51.000 
z -1.014 -. 406 -1.062 -1.132 -1.617 -1.273 
Asymp. Sig. (2-tailed) . 311 . 685 . 288 . 258 . 106 . 203 
Exact Sig. [2"(1-tailed 
. 345a . 755a . 345* . 345a 282a . 282" Sig. )] 
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Question 1 
CB & SSB 
Test Statisticsb 
Ethical duty Legal duty Ethical duty Legal duty 
Religious of of of of 
duty of non-Muslim non-Muslim non-Muslim non-Muslim 
Muslim EA MGT MGT EA EA 
Mann-Whitney U 11.500 20.000 16.000 18.500 18.500 
Wilcoxon W 47.500 56.000 52.000 54.500 54.500 
Z -1.357 -. 649 -1.211 -. 896 -. 896 
Asymp. Sig. (2-tailed) . 175 . 516 . 226 . 370 . 370 
Exact Sig. [2*(1-tailed 
. 222a . 6628 . 345a . 491a . 491a Si 
a. Not corrected for ties. 
b. Grouping Variable: GROUP 
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Question 2 
CB & SSB 
NPar Tests 
Mann-Whitney Test 
Ranks 
Sum of 
Group N Mean Rank Ranks 
Compliance with Shari'a CB 8 8.25 66.00 
SSB 6 6.50 39.00 
Total 14 
Prohibited earnings and CB 8 6.88 55.00 
expenditures SSB 6 8.33 50.00 
Total 14 
ways and means of using CB 8 9.19 73.50 
availabe economic SSB 6 5.25 31.50 
resources Total 
14 
adequacy of CB 8 8.50 68.00 
capital, investment's risk, SSB 6 6.17 37.00 
degree of liquidity, and Total 14 
Ability to generate Income CB 8 8.00 64.00 
and convert It Into cash SSB 6 6.83 41.00 
flows Total 14 
Rate of return on CB 8 8.06 64.50 
investments SSB 6 6.75 40.50 
Total 14 
Sources and uses of CB 8 7.06 56.50 
Zakah SSB 6 8.08 48.50 
Total 14 
IB discharge of its social CB 8 6.88 55.00 
responsibilities SSB 6 8.33 50.00 
Total 14 
Test Statisticsb 
adequacy 
of 
capftal, inve 
ways and stment's Ability to 
Prohibited means of risk, degree generate 
earnings using of liquidity, income and Rate of Complian and availabe and liquidity convert it return on 
ce with expenditur economic requiremen Into cash investmen 
Sharl'a es resources is flows is 
Mann-Whitney U 18.000 19.000 10.500 16.000 20.000 19.500 
Wiicoxon W 39.000 55.000 31.500 37.000 41.000 40.500 
Z -1.080 -. 823 -1.875 -1.211 -. 562 -. 687 Asymp. Sig. (2-tailed) . 280 . 411 . 061 . 226 . 574 . 492 Exact Sig. [2"(14ailed 
--Sig. 
)] , 491' . 573' . 081' . 345 . 662' . 573' 
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Question 2 
CB & SSB 
Test Statisticsb 
IB 
discharge 
Sources of its social 
and uses responsibilit 
of Zakah les 
Mann-Whitney U 20.500 19.000 
Wilcoxon W 56.500 55.000 
Z -. 478 -. 669 
Asymp. Sig. (2 tailed) . 632 . 504 Exact Sig. [2*(1-tailed a a 
Si 662 . 573 
a. Not corrected for ties. 
b. Grouping Variable: Group 
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Question 2 
EABCB 
NPar Tests 
Mann-Whitney Test 
Ranks 
Sum of 
Group N Mean Rank Ranks 
Compliance with Shari'a F0. 18 13.56 244.00 
CB 8 13.38 107.00 
Total 26 
Prohibited earnings and EA 18 13.64 245.50 
expenditures CB 8 13.19 105.50 
Total 26 
ways and means of using EA 18 12.36 222.50 
availabe economic CB 8 16.06 128.50 
resources Total 
26 
adequacy of EA 18 12.89 232.00 
capital, investment's risk, CB 8 14.88 119.00 
degree of liquidity, and Total 26 
Ability to generate income EA 18 13.44 242.00 
and convert it Into cash CB 8 13.63 109.00 
flows Total 26 
Rate of return on EA 18 12.61 227.00 
investments CB 8 15.50 124.00 
Total 26 
Sources and uses of EA 18 13.97 251.50 
Zakah CB 8 12.44 99.50 
Total 26 
IB discharge of its social EA 17 13.65 232.00 
responsibilities CB 8 11.63 93.00 
Total 25 
Test Statisticsb 
adequacy 
of 
capital, inve 
ways and stment's Ability to 
Prohibited means of risk, degree generate 
earnings using of liquidity, income and Rate of 
Complian and availabe and liquidity convert it return on 
ce with expenditur economic requiremen Into cash Investmen 
Shari'a es resources is flows is 
Mann-Whitney U 71.000 69.500 51.500 61.000 71.000 56.000 
Wilcoxon W 107.000 105.500 222.500 232.000 242.000 227.000 
Z -. 100 -. 171 -1.254 -. 734 -. 061 -1.007 Asymp. Sig. (2-tailed) . 920 . 864 . 210 . 463 . 951 . 314 Exact Sig. [2"(14ailed 
Sig)] . 978a . 892 . 261° . 567a . 978a . 397' 
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Question 2 
EA&CB 
Test Statisticsb 
lB 
discharge 
Sources of its social 
and uses responsibilit 
of Zakah les 
Mann-Whitney U 63.500 57.000 
Wilcoxon W 99.500 93.000 
Z -. 500 -. 660 
Asymp. Sig. (2-tailed) . 617 . 510 
Exact Sig. [2*(1-tailed 8 8 
. 644 . 549 Sig. )] 
a. Not corrected for ties. 
b. Grouping Variable: Group 
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Question 2 
EA&MGT 
NPar Tests 
Mann-Whitney Test 
Ranks 
Sum of 
Group N Mean Rank Ranks 
Compliance with Shari'a EA 18 27.33 492.00 
MGT 32 24.47 783.00 
Total 50 
Prohibited earnings and EA 18 27.36 492.50 
expenditures MGT 31 23.63 732.50 
Total 49 
ways and means of using EA 18 23.00 414.00 
availabe economic MGT 32 26.91 861.00 
resources Total 
50 
adequacy of EA 18 24.25 436.50 
capitai, investment's risk, MGT 32 26.20 838.50 
degree of liquidity, and Total 50 
Ability to generate income EA 18 25.28 455.00 
and convert it Into cash MGT 32 25.63 820.00 
flows Total 50 
Rate of return on EA 18 26.06 469.00 
investments MGT 32 25.19 806.00 
Total 50 
Sources and uses of Fý1 18 26.92 484.50 
Zakah MGT 31 23.89 740.50 
Total 49 
IB discharge of its social EA 17 23.53 400.00 
responsibilities MGT 28 22.68 635.00 
Total 45 
Test Statistics 
adequacy 
of 
capital, lnve 
ways and stment's Ability to 
Prohibited means of risk, degree generate 
earnings using of liquidity, Income and Rate of 
Complian and availabe and liquidity convert it return on ce with expenditur economic requiremen into cash investmen 
Sharl'a es resources is flows is 
Mann-Whitney U 255.000 236.500 243.000 265.500 284.000 278.000 
Wilcoxon W 783.000 732.500 414.000 436.500 455.000 806.000 
Z -. 999 -1.023 -1.004 -. 563 -. 090 -. 221 Asymp. Sig. 
2-tailed . 318 . 306 . 316 . 573 . 928 . 825 
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Question 2 
EA & MGT 
Test Statisticsa 
le 
discharge 
Sources of its social 
and uses responsibilit 
of Zakah ies 
Mann-Whitney U 244.500 229.000 
Wilcoxon W 740.500 635.000 
Z -. 756 -. 217 
Asymp. Sig. 
. 450 . 828 2-tailed 
a. Grouping Variable: Group 
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Question 2 
EABSSB 
NPar Tests 
Mann-Whitney Test 
Ranks 
Sum of 
Group N Mean Rank Ranks 
Compliance with Shari'a EA 18 13.28 239.00 
SSB 6 10.17 61.00 
Total 24 
Prohibited earnings and EA 18 12.08 217.50 
expenditures SSB 6 13.75 82.50 
Total 24 
ways and means of using EA 18 13.53 243.50 
availabe economic SSB 6 9.42 56.50 
resources Total 
24 
adequacy of EA 18 13.17 237.00 
capital, investment's risk, SSB 6 10.50 63.00 
degree of liquidity, and Total 
-Mix 
24 
Ability to generate Income EA 18 12.89 232.00 
and convert it into cash SSB 6 11.33 68.00 
flows Total 24 
Rate of return on EA 18 12.33 222.00 
investments SSB 6 13.00 78.00 
Total 24 
Sources and uses of FA 18 12.44 224.00 
Zakah SSB 6 12.67 76.00 
Total 24 
IB discharge of its social EA 17 11.94 203.00 
responsibilities SSB 6 12.17 73.00 
Total 23 
Test Statisticsb 
adequacy 
of 
capitai, inve 
ways and stment's Ability to 
Prohibited means of risk, degree generate 
earnings using of liquidity, income and Rate of Complian and availabe and liquidity convert it return on ce with expenditur economic requiremen Into cash Investmen 
Sharl'a es resources is flows is 
Mann-Whitney U 40.000 46.500 35.500 42.000 47.000 51.000 
Wilcoxon W 61.000 217.500 56.500 63.000 68.000 222.000 
z -1.439 -. 659 -1.295 -. 907 -. 506 -. 223 Asymp. Sig. (2-tailed) 
. 150 . 510 . 195 . 364 . 613 . 823 Exact Sig. [2"(14ailed 
S. 
° 
. 378 . 626' . 224' . 454a . 673' . 871 
0 
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Question 2 
EA & SSB 
Test Statisticsb 
iB 
discharge 
Sources of its social 
and uses responsibilit 
of Zakah les 
Mann-Whitney U 53.000 50.000 
Wilcoxon W 224.000 203.000 
Z -. 071 -. 072 
Asymp. Sig. (2-tailed) 
. 943 . 942 Exact Sig. [2*(1. tailed 974 a 973a Si . . 
a. Not corrected for ties. 
b. Grouping Variable: Group 
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Question 2 
MGT&CB 
NPar Tests 
Mann-Whitney Test 
Ranks 
Sum of 
Group N Mean Rank Ranks 
Compliance with Shari'a MGT 32 20.09 643.00 
CB 8 22.13 177.00 
Total 40 
Prohibited earnings and MGT 31 19.48 604.00 
expenditures CB 8 22.00 176.00 
Total 39 
ways and means of using MGT 32 19.98 639.50 
availabe economic CB 8 22.56 180.50 
resources Total 
40 
adequacy of MGT 32 20.31 650.00 
capital, investment's risk, CB 8 21.25 170.00 
degree of liquidity, and Total 40 
Ability to generate Income MGT 32 20.55 657.50 
and convert it into cash CB 8 20.31 162.50 
flows Total 40 
Rate of return on MGT 32 19.53 625.00 
investments CB 8 24.38 195.00 
Total 40 
Sources and uses of MGT 31 19.85 615.50 
Zakah CB 8 20.56 164.50 
Total 39 
IB discharge of its social MGT 28 19.04 533.00 
responsibilities CB 8 16.63 133.00 
Total 36 
Test Statisticsb 
adequacy 
of 
capital, lnve 
ways and stment's Ability to 
Prohibited means of risk, degree generate 
earnings using of liquidity, Income and Rate of Complian and avallabe and liquidity convert it return on ce with expenditur economic requiremen Into cash Investmen 
Shari'a es resources is flows is 
Mann-Whitney U 115.000 108.000 111.500 122.000 126.500 97.000 
Wilcoxon W 643.000 604.000 639.500 650.000 162.500 625.000 
z -. 631 -. 629 -. 646 -. 267 -. 056 -1.164 Asymp. Sig. (2-tailed) . 528 . 529 . 518 . 789 . 955 . 245 Exact Sig. [2*(14ailed 
S' . 678 . 597 . 584 . 855 . 960 . 309 
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Question 2 
MGT&CB 
Test Statisticsb 
IB 
discharge 
Sources of its social 
and uses responsibilit 
of Zakah les 
Mann-Whitney U 119.500 97.000 
Wilcoxon W 615.500 133.000 
z -. 165 -. 586 
Asymp. Sig. (2-tailed) . 869 . 558 
Exact Sig. [2"(1-tailed a ' 
Si . 878 . 588 
a. Not corrected for ties. 
b. Grouping Variable: Group 
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Question 2 
MGT&SSB 
NPar Tests 
Mann-Whitney Test 
Ranks 
Sum of 
Group N Mean Rank Ranks 
Compliance with Shari'a MGT 32 19.97 639.00 
SSB 6 17.00 102.00 
Total 38 
Prohibited earnings and MGT 31 18.13 562.00 
expenditures SSB 6 23.50 141.00 
Total 37 
ways and means of using MGT 32 21.02 672.50 
availabe economic SSB 6 11.42 68.50 
resources Total 
38 
adequacy of MGT 32 20.28 649.00 
capital, investment's risk, SSB 6 15.33 92.00 
degree of liquidity, and Total 38 
Ability to generate income MGT 32 19.98 639.50 
and convert it Into cash SSB 6 16.92 101.50 
flows Total 38 
Rate of return on MGT 32 19.22 615.00 
investments SSB 6 21.00 126.00 
Total 38 
Sources and uses of MGT 31 18.55 575.00 
Zakah SSB 6 21.33 128.00 
Total 37 
IB discharge of its social MGT 28 17.36 486.00 
responsibilities SSB 6 18.17 109.00 
Total 34 
Test Statisticsb 
adequacy 
of 
capital, inve 
ways and stment's Ability to 
Prohibited means of risk, degree generate 
earnings using of liquidity, income and Rate of 
Complian and availabe and liquidity convert it return on 
ce with expenditur economic requiremen into cash Investmen 
Sharl'a es resources is flows is 
Mann-Whitney U 81.000 66.000 47.500 71.000 80.500 87.000 
Wilcoxon W 102.000 562.000 68.500 92.000 101.500 615.000 
z -. 807 -1.282 -2.128 -1.254 -. 681 -. 394 Asymp. Sig. (2-tailed) . 419 . 200 . 033 . 210 . 496 . 693 Exact Sig. [2"(1 tailed 
Sig)] . 571" , 283' . 050' . 336 . 544 . 740' 
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Question 2 
MGT & SSB 
Test Statisticsb 
IB 
discharge 
Sources of its social 
and uses responsibilit 
of Zakah les 
Mann-Whitney U 79.000 80.000 
Wilcoxon W 575.000 486.000 
Z -. 611 -. 186 
Asymp. Sig. (2-tailed) . 541 . 852 
Exact Sig. [2"(14ailed 587 a 878a Si . 
a. Not corrected for ties. 
b. Grouping Variable: Group 
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Question 4 
CB & SSB 
Near Tests 
Mann-Whitney Test 
Ranks 
Sum of 
Group N Mean Rank Ranks 
Compliance CB 8 7.50 60.00 
requirements SSB 6 7.50 45.00 
Total 14 
Test Statisticsb 
Complian 
ce 
requireme 
nts 
Mann-Whitney U 24.000 
Wilcoxon W 45.000 
z . 000 
Asymp. Sig. (2-tailed) 1.000 
Exact Sig. [2'(1 tailed 1,000 
Si 
a. Not corrected for ties. 
b. Grouping Variable: Group 
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Question 4 
EA&CB 
NPar Tests 
Mann-Whitney Test 
Ranks 
Sum of 
Group N Mean Rank Ranks 
Compliance EA 16 11.38 182.00 
requirements CB 8 14.75 118.00 
Total 24 
Test Statisticsb 
Complian 
ce 
requireme 
nts 
Mann-Whitney U 46.000 
Wilcoxon W 182.000 
z -1.178 
Asymp. Sig. (2-tailed) . 239 
Exact Sig. [2"(14ailed 
. 291' Si 
a. Not corrected for ties. 
b. Grouping Variable: Group 
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Question 4 
MGT & EA 
NPar Tests 
Mann-Whitney Test 
Ranks 
Sum of 
Group N Mean Rank Ranks 
Compliance EA 16 22.03 352.50 
requirements MGT 29 23.53 682.50 
Total 45 
Test Statistics' 
Complian 
ce 
requireme 
nts 
Mann-Whitney U 216.500 
Wilcoxon W 352.500 
z -. 391 
Asymp. Sig. 696 
2-tailed 
a. Grouping Variable: Group 
300 
Appendix 7 
Question 4 
EA & SSB 
NPar Tests 
Mann-Whitney Test 
Ranks 
Sum of 
Group N Mean Rank Ranks 
Compliance EA 16 10.66 170.50 
requirements SSB 6 13.75 82.50 
Total 22 
Test Statisticsb 
Complian 
ce 
requireme 
nts 
Mann Whitney U 34.500 
Wilcoxon W 170.500 
Z -1.059 
Asymp. Sig. (2-tailed) . 290 
Exact Sig. [2*(1-tailed ' 
. 329 Si 
a. Not corrected for ties. 
b. Grouping Variable: Group 
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Question 4 
MGT & SSB 
NPar Tests 
Mann-Whitney Test 
Ranks 
Sum of 
Group N Mean Rank Ranks 
Compliance MGT 29 17.59 510.00 
requirements SSB 6 20.00 120.00 
Total 35 
Test Statisticsb 
Complian 
ce 
requireme 
nts 
Mann-Whitney U 75.000 
Wilcoxon W 510.000 
Z -. 569 
Asymp. Sig. (2-tailed) . 
569 
Bgdttitj. [2*(1-tailed ' 
Siý" . 
623 
a. Not corrected for ties. 
b. Grouping Variable: Group 
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Question 4 
MGT & CB 
NPar Tests 
Mann-Whitney Test 
Ranks 
Sum of 
Group N Mean Rank Ranks 
Compliance MGT 29 18.45 535.00 
requirements CB 8 21.00 168.00 
Total 37 
Test Statisticsb 
Complian 
ce 
requireme 
nts 
Mann-Whitney U 100.000 
Wilcoxon W 535.000 
z -. 640 
Asymp. Sig. (2-tailed) . 522 
Exact Sig. [2"(14ailed 
. 574a 
a. Not corrected for ties. 
b. Grouping Variable: Group 
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Question I 
Reliability 
****** Method 2 (covariance matrix) will be used for this analysis ****** 
304 
Appendix 8 
Question 1 
REL IABILITY ANAL YSIS - S CALE (ALPHA) 
Correlation Ma trix 
STATEI STATE2 STATE3 STATE4 
LTE1 1.0000 
STATES 
XE2 
TE3 . 
0020 1.0000 
TE4 . 
4432 
. 2296 
. 4822 1.0000 
TES 
, 4741 
. 1210 
. 2290 
"1286 1.0000 
TE6 
TE7 . 
4478 
. 2712 
. 2377 
4636 . 
4935 1.0000 
rE8 . 
2077 
. 3954 
. 2129 . 2586 
. 4913 
. 4877 
6712 
PE9 
. 4708 
. 2288 
. 0464 . 
3638 
. 4753 
. 3906 
3974 "E10 
'Ell . 
3045 -. 0548 . 
3356 
.3 252 
. 2433 
. . 
4072 . 
. 4468 . 1716 . 4249 
. 1930 . 0588 . 4308 
. 0883 
. 1440 . 2283 . 5156 "5156 
. 5127 
. 0592 
. 2842 
. 3124 
. 1658 . 1220 
. 5823 
. 2922 
. 0158 . 0060 
. 0181 
0484 0484 . 
1949 
. 2126 . 1339 
,3 428 
. 1136 
. 
. 0416 
. 2118 . 1405 
1809 . 
0090 
-. 0331 . 
1131 . 5142 . . 
4676 
6700 
-. 1809 
0351 0076 -. 
0815 -. 
0139 
. -0318 
0053 . 
. 1127 . 
. 1335 
. 2025 
-. 0416 . 
0007 . 
0969 
-. 1802 
-. 0706 
. 4249 . 0058 
`. 0883 
0283 -. 
0237 -. 1766 
`"Q88 
. 1853 
-. 1350 
-. 1542 
0793 -. . 
1110 0 . 
5988 
. 3816 
"5012 2 
. 2612 
. 
. 3760 
. 1925 
3929 -. 
0788 . 0701 
-. 1008 
. 0985 
. 2758 
-. 0066 . 
. 2141 1750 
` 
1750 - . 
1789 
. 1655 
. 1350 
. 3081 
. 2691 
. " 
. 0620 
-. 0664 
. 2404 -. 0061 . 1657 
. 2611 
- 0066 . 
0844 
. 3010 . 2542 . 2365 
. 
1022 
2 0 
.2 9 . 3341 
. 2982 
. 1512 
. 
. 1901 
33 . 
3503 6 
3 8 . 3398 
. 1120 
. 2354 
. 1034 
. 2024 
. "225 
. 2256 
. 4976 
. 3458 
. 0304 . 2027 
. 1204 
- 0586 
2 
. 206 -. 1162 . 0344 
. 
- 1704 
25 .2 60 .2 5 . 0957 
. 1332 
-. 0146 . 
2603 . 
. 1431 
4 2561 
26 1 . 
5 
. 0326 
. 2151 
. 1812 
. 0956 
. 
2 
. 
"26 
22 5 . 0166 
- 0166 
. 0129 . 1328 
. 1508 
1265 
` 58 "0658 
. 
. 1380 -. 1298 . 0213 
. 
-. 0130 . . 2658 -. 0104 -. 0198 
. 0249 
. 1288 . 0444 
. 1281 . 0708 
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Question 1 
REL IABILITY ANALYS IS ` S CALE (ALPHA) 
Correlation Matrix 
STATE6 STATE7 STATE8 STATE9 
'. TE6 1.0000 
STRTE20 
CE7 
. 4308 1.0000 ºTE8 
ZE9 . 
6273 
. 5299 1.0000 
. TE10 
. 5286 
. 1821 
. 5607 
3790 . 
6373 1.0000 
TEll 
2 . 
6330 . 
. 4376 
3260 . 3260 
. . 6104 
. 5169 1.0000 
3 3 . 
5095 
. 4250 . 2683 
. 7191 . 4799 
4 . 
3760 
. 1032 . . 1223 
. 1333 . 0313 
5 . 
3635 
. 2386 . 2149 
. 1470 -. 2145 
. 3180 . 4136 . 1613 
-. 0277 -. 2613 
. 4405 . 1465 1817 . 1817 
. 0295 -. 0141 
. 4925 . 4661 . 3106 
-. 0670 -. 1115 
. 0500 . -0038 0 -. 0822 . 
3344 
. 0989 
. 0212 .0 36 -. 0399 
-. 0177 
. 0306 -. 0398 . 0545 -. 1153 . 
2120 
. 0863 -. 0319 
. 1714 . 0680 
. 1064 - -. 1880 
. 3730 . 2795 . 3795 
. 0906 . 0641 
. 0929 . 0620 . -0992 
. 1840 . 0060 -. 0675 -. 0723 
. . 0918 
-. 0192 
. 0386 
. 3912 . 2146 . 1766 
-. 1980 
. 1205 . 1253 
. 2772 
. 1720 . . 3562 
. 3093 
2724 . 
1672 
. 4589 
. 1753 
. 2769 
. 2916 
. 
. 3297 
. 0262 
- 0137 
. 1870 . 3815 
. 2096 
. 3369 
. 2387 
. 
. 0797 . 2442 
. 3936 
. 3462 . . 2367 
. 4476 
3432 . 
2721 
. 3182 
. 4467 
. 5109 
. 2816 
. 
. 3243 
. 0741 
. 1214 
. 2339 . 2965 
. 2636 . 4104 . 1721 
. 1598 . 3990 
. 2740 
2639 . 
2533 
. 1303 
. 1478 . 2714 
. 
. 1018 
. 2233 . 0824 
. 2688 . 3858 . 2851 
. 0591 -. 0433 
. 1870 . 0456 2519 . 
1942 
. 0285 
. 1529 . 1649 
. 
0176 -. 
0403 
. 0354 
. 2266 . 0845 
. 
0591 . 
1871 
. 1163 
. 1644 . 1376 
. 
0506 -. 
0675 
. 1839 
. 0898 . 0911 
. 
0158 
0 
. 0957 . . 1147 . 2916 
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Question I 
RELIABILITYANALYSIS 
-S CAL E (AL PHA) 
Correlation matrix 
STATEII ST12 ST13 5T14 STI5 
1.0000 
. 3969 1.0000 
. 1598 . 3380 1.0000 
. 0631 1652 . 
2626 
. 3271 1.0000 . 
. 3035 
. 3976 
. 5630 
. 1734 
3142 . 
6201 1.0000 
. 4732 . 6266 
. 
. 0845 
. 5916 . 6419 
. 0238 . 0759 3219 . 
1267 
. 2009 
. 0348 -. 0681 . 4445 -. 
0729 
-. 1121 
-. 0497 -. 0600 . 0077 -. 
1437 
-. 1994 
. 0577 -. 0217 . - 
. 
0851 . 
. 5447 . 2790 
. 2798 . 5633 . 1541 
. 2339 . 3827 
-. 0129 . 2256 3110 . 
1726 
. 1212 
. 0115 -. 1142 . - 
. 
2173 . 
0953 
. 0795 
. 3259 . 2288 
. 
3565 -. 
1214 
-. 1201 
. 0871 -. 1431 . - 
. 
0212 . 
. 0324 -. 0200 
. 3593 . 2332 . 10 0 
-. 0925 
. 0673 
. 2227 . 1751 . 5834 
-. 0333 
. 0971 
. 2619 . 0566 . 0221 
. 1974 -. 0002 
. 1097 . 1465 . 0532 
. 1163 -. 0185 
. 2644 . 3468 . . 0450 
. 4358 . 1705 
. 2484 . 1955 - 0443 . 
4166 
. 3357 
. 0340 . 0200 
. 
0161 . 
2730 
. 3430 
. 0603 
. 1125 
. 1060 
. 
-. 0355 . 
2496 
. 4054 
. 0666 
. 1297 
. 1235 
. 2599 
. 0459 . 2218 
. 2180 
. 0431 
. 1523 . 0634 
-. 0753 
- 1420 . 
4609 
. 2387 
. 1483 . 1135 
. 
-. 0680 . 
2370 
. 0450 
. 2364 . 1040 - 0862 . 
0100 
. 0983 
. 2106 . 0285 
. 
- 1781 . 
0043 
. 0901 
. 2841 -. 0361 . - 2742 . 
0940 
. -. 1964 -. 0833 
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Question 1 
RE LIABILITY ANALYS IS '- S CALE (AL PHA) 
Correlation Matrix 
ST16 ST17 ST18 ST19 ST20 
ST16 1.0000 
ST17 
. 4550 1.0000 ST18 
. 0590 . 0920 1.0000 ST19 
ST20 
-. 2650 
0208 
-. 1672 . 4265 1.0000 
ST21 . 
. 1353 
-. 1198 
0531 . 
0767 7 .0 1. 
ST22 
. 4642 
. 
. 6518 
. 0582 
2259 
2 . 0182 4 2133 . 2133 ST23 
. 2008 . 1221 
. 
3809 -'0489 -. 1116 ST24 -. 1101 10 -. 0685 
" 
0105 . 
4468 -. 0281 
ST2 -. 1 0 . 2061 
. 
2727 -. 
1827 -. 0319 
ST26 -. 2044 -. 0606 
. 
- 2795 
. 2840 . 2597 ST27 
. 1238 . 2576 
. 
2760 
-"1349 -. 1149 
ST28 . 1013 . 1428 
. 
3627 . 
1088 -. 0364 
ST29 -. 0300 . 3235 
. 
- 0794 
. 4211 -. 0424 
ST30 . 1521 . 2432 
. 
1286 . 
0717 
-. 7 0 
ST31 . 3808 "4374 
' 
1576 
-. 0717 3 8 . 3780 ST3 . 3808 9 1 . 3927 
. 
. 0903 
-. 0635 3 1 6 . ST33 .1 1 . 1951 - 0031 
-. 1562 4 234 "26 
ST34 . 0720 . 1854 
. 
- 1814 . 
0358 
. 2673 
ST35 . 1221 . 3495 
. 
0342 
9 - . 2673 
ST36 . 1520 . 2759 
. 
-. 2386 . 
0583 3 5 -. 106 
ST37 . 1178 . 1224 -. 1297 
-. 2 31 7 
5T36 . 0148 . 2393 -. 2428 
5 -. 3215 
. 0081 . 1123 
5T39 . 2850 . 1973 . 0557 
0 -"29 -. 9 
ST40 . 0329 . 3103 - 2375 
-. 24 519 1 66 -. 1966 
5T41 -. 0374 . 2776 
. 
- 1083 .1 
- -. 1 9 
. 14498 98 - . -. 1113 39 
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Question I 
RE LIABILITY 
ANALY SIS- S CAL E (ALPHA) 
Corr elation Matrix 
ST21 ST22 ST23 ST24 
ST21 1.0000 
ST25 
ST22 
ST23 . 
2071 1.0000 
ST24 . 1231 0528 . 
3049 1.0000 
ST25 . 
-. 1661 
-. 0690 
-. 0131 
`"2658 1.0000 
ST27 . 
1043 -. 1691 . 
0241 
-. 2405 
`. 1096 1.0000 
ST28 -. 
0120 
. 1716 . 1688 
. 1332 -. 0021 
ST -. 
0183 
. 1510 2250 " 
-. 2780 
. 2738 
ST30 . 
1857 
1031 . 
2637 
"00795 . 0795 
-. 1567 
-. 1166 . 
3699 
ST31 . 
. 1995 
. 2945 
. 3926 
-. 0313 ` -. 1902 . 
1862 
. 0685 ST32 
ST33 . 
2942 
. 2977 
. 0437 
-. 0107 
-. 1804 -. 0561 
ST34 . 
0969 
. 1956 
. 2160 -. 0060 ` 
-. 2364 
-. 0013 . 
0083 
ST35 
. 2740 
. 1529 
. 2378 
"0147 -. 1441 . 
0772 
. 0207 
ST37 
ST36 
. 2252 . 2014 -. 0203 
436 
. 0774 -. 1961 
ST38 . 
1492 
. 1768 
. 1457 . 0136 
-. 1740 
0248 
ST39 . 0326 
-. 0184 
. 0534 
"1672 
. 
. 0537 
-. 1350 
1516 ST40 
ST41 
. 2018 
1176 . 
286 86 11 . 
0457 
-. 1563 . 
2345 . 
- . 0732 . . 2 -. 0412 . 
0127 0713 -. 0713 
. 0071 -. 1257 
ST26 ST27 ST28 ST29 ST30 ST26 1.0000 
ST27 . 1869 1.0000 
ST28 -. 0023 
. 3267 ST29 -. 1213 . 0046 
1.0000 
ST30 -. 0253 . 1098 1.0000 
ST31 -. 0433 . 
0742 
. 0649 . 3631 1.0000 ST32 . 1224 . 1641 
. 1105 . 3056 . 6908 ST33 . 2964 -. 0639 . 
0453 
. 3708 . 6871 ST34 
. 2231 -. 0861 . 
2300 
. 4039 . 6322 ST35 
. 0068 . 1644 
-"0037 . 3123 . 6121 ST36 
. 1557 . 0361 
. 1624 . 2633 . 2646 ST37 -. 0119 -. 0257 . 
0013 
. 2298 . 5416 ST38 
. 3634 -. 0806 
-"1202 . 1431 . 1722 
. 2414 . 0486 
_ . 0437 . 2467 . 2186 ST40 
. 3144 . 0479 
. 1757 -"0701 - 0454 ST41 
. 1914 . 0874 
_ 
0579 
, 
. 0757 . . 1801 . 0291 
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Question I 
RE LIABILITY ANALYSI S- S CAL E (A LPH A) 
Correlation Matrix 
ST31 ST32 ST33 ST34 ST35 
ST31 1.0000 
ST32 . 7077 1.0000 
ST33 . 5021 . 4832 1.0000 
ST34 . 5002 . 5830 . 6167 1.0000 
ST35 . 2407 . 2810 . 2468 . 3721 1.0000 
ST36 . 5221 . 5245 . 5372 . 8461 . 3382 
ST37 . 2683 . 3324 . 2331 . 4015 . 3199 
ST38 . 2048 . 3816 . 4955 . 2734 . 0670 
ST39 . 1736 . 1536 . 2151 . 1056 . 1171 
ST40 . 0915 . 4081 . 3551 . 2332 . 4181 
ST41 . 1886 . 3128 . 2383 . 2190 . 4255 
ST36 ST37 ST38 ST39 ST40 
ST36 1.0000 
ST37 . 6016 1.0000 
ST38 . 3585 . 2768 1.0000 
ST39 "0742 . 2446 . 4964 1.0000 
ST40 "2214 . 4066 . 6941 . 5364 1.0000 
ST41 . 
1448 . 3293 . 3620 . 5797 . 7705 
ST41 
ST41 
1.0000 
N of Cases = 52.0 
Statistics for Mean Variance 
Scale 235.2885 563.2289 
N of 
Std Dev Variables 
23.7324 41 
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Question I 
RELIA BILITY ANALYS IS-SC AL E (A LPH A) 
Item-total Statistics 
Scale Scale Corrected 
Mean Variance Item- Squared Alpha 
if Item if Item Total Multiple if Item 
Deleted Deleted Correlation Correlation Deleted 
STATEI 229.5769 540.9155 . 4018 . 9188 . 8590 
STATE2 229.3462 545.7210 . 2928 . 8890 . 8607 
STATE3 229.2308 547.2006 . 3454 . 8679 . 8602 
STATE4 229.9808 522.3722 . 5093 . 9395 . 8559 
STATE5 229.3269 532.1459 . 5588 . 9099 . 8564 
STATE6 229.4808 512.6467 . 6817 . 9439 . 8521 
STATE7 229.0385 529.0573 . 6194 . 9254 . 8554 
STATES 229.5192 524.4114 . 5417 . 9201 . 8555 
STATES 229.1538 532.9955 . 5097 . 9594 . 8569 
STATE10 230.6154 535.0256 . 2416 . 8194 . 8634 
STATEII 229.5769 526.8763 . 5942 . 9203 . 8552 
ST12 229.1538 539.9759 . 4945 . 8894 . 8581 
ST13 229.4423 545.1927 . 2645 . 8994 . 8612 
ST14 229.3654 536.8247 . 3688 . 9277 . 8592 
ST15 229.1538 545.3876 . 3168 . 9642 . 8603 
ST16 229.1154 539.4766 . 3828 . 9464 . 8591 
ST17 
229.0769 530.1116 
. 5854 . 8850 . 8558 
ST18 
230.7885 544.0524 . 1332 . 8855 . 8672 
ST19 
229.6731 558.3812 
. 0153 . 8935 . 8683 
ST20 
229.3077 554.3348 
. 0804 . 8783 . 8657 
ST21 
229.4423 541.1143 
. 2277 . 8863 . 8627 
ST22 229.7500 520.3873 . 4933 . 9057 . 8561 
ST23 231.6154 538.7511 . 1841 . 8849 . 8657 
ST24 230.6731 571.3616 -. 1378 . 7961 . 8705 
ST25 230.0000 538.5882 . 2630 . 9358 . 8618 
ST26 229.0769 558.6998 . 0854 . 8446 . 8635 
ST27 230.3462 543.3288 . 2912 . 8697 . 8607 
ST28 230.0000 531.4118 . 3929 . 8751 . 8586 
ST29 228.8462 542.7210 . 4023 . 7911 . 8592 
ST30 229.2500 534.7010 . 4863 . 8570 . 8574 
ST31 229.2885 534.3661 . 6091 . 9142 . 8564 
ST32 229.5385 533.6652 . 6134 . 9520 . 8562 
ST33 229.3462 529.4465 . 4861 . 8838 . 8568 
ST34 229.3269 531.8714 . 4606 . 9707 . 8574 
ST35 229.1538 532.6425 . 3671 . 
9320 . 8592 
ST36 229.2308 531.7888 . 5006, . 9775 . 8569 
ST37 229.6538 536.3876 . 2889 . 
9287 . 8612 
ST38 229.0769 545.1312 . 3091 . 9646 . 8604 
ST39 229.4038 536.9514 . 2945 . 9180 . 8609 
ST40 229.3077 539.5505 . 3039 . 9873 . 8605 
ST41 229.2885 539.1112 . 2729 . 9290 . 8614 
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Question 1 
RELIABILITYANALYSIS-S CAL E (A LPH A) 
Reliability Coefficients 41 items 
Alpha = . 8627 Standardized item alpha = . 8850 
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Question 2 
Reliability 
****** Method 2 (covariance matrix) will be used for this analysis ****** 
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Question 2 
RELIABILITYANALYSIS-S CAL E (A LPH A) 
Correlation Matrix 
CHOICE1 CHOICE2 CHOICE3 CHOICE4 CHOICE5 
CHOICE1 1.0000 
CHOICE2 . 7005 1.0000 
CHOICE3 . 1510 . 0674 1.0000 
CHOICE4 . 0004 . 0678 . 5423 1.0000 
CHOICE5 -. 0818 -. 0231 . 4338 . 6100 1.0000 
CHOICE6 -. 0650 . 0914 . 3702 . 5040 . 6997 
CHOICE7 . 1482 . 3253 . 2655 . 1466 . 0311 
CHOICES . 0002 . 1801 . 1995 . 2406 . 0956 
CHOICE6 CHOICE? CHOICES 
CHOICE6 1.0000 
CHOICE7 . 1000 1.0000 
CHOICES . 1378 . 6905 1.0000 
N of Ca ses = 59.0 
N of 
Statistics for Mean Variance Std Dev Variables 
Scale 49.3390 28.1935 5.3098 8 
Item-total Statistics 
Scale 
Mean 
if Item 
Deleted 
CHOICE1 42.6610 
CHOICE2 43.0169 
CHOICE3 43.1186 
CHOICE4 42.8644 
CHOICE5 43.1864 
CHOICE6 43.0508 
CHOICE7 43.6102 
CHOICES 43.8644 
Scale Corrected 
Variance Item- Squared Alpha 
if Item Total Multiple if Item 
Deleted Correlation Correlation Deleted 
25.3659 . 2146 . 5566 . 7037 22.8445 . 3360 . 5811 . 6843 22.5546 . 4758 . 4035 . 6560 23.4296 . 5008 . 4965 . 6584 22.7405 . 3651 . 5956 . 6774 23.0491 . 4203 . 5261 . 6669 19.0695 . 4555 . 5482 . 6614 21.0158 . 4361 . 5102 . 6613 
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Question 2 
RELIABILITYANALYSIS-S CAL E (A LPH A) 
Reliability Coefficients 8 items 
Alpha = . 7007 Standardized item alpha = . 7128 
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